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NATIONAL FORUM ON HUMAN RESOURCES PLANNING

FOR PRIVATE SECTOR AND DEFENSE LEADERS

EXECUTIVE MMARY

The second National Forum on Human Resources Planning for Private Sector

and Defense Leaders was held at the Sheraton Tyson’s Corner Hotel in McLean,

Virginia on 8 and 9 May 1986. This meeting was sponsored by the Assistant

Secretary of Defense for Force Management and Personnel, Honorable Chapman B.

Cox, who hosted the general sessions.

The purpose of the National Forum was to bring together top-level

representatives of major private companies, the academic community, and the

Department of Defense and related agencies to:

L]

Continue the dialogue and exchange of ideas and experience on
human resources management challenges that were begun at the first

National Forum on Human Resource Planning, held on 9 and 10 May

1985.

Address the planning implications of these challenges in terms of
their impacts on the private and public sectors over the next ten

years.

Determine human resources management areas where a continuing

exchange between the private and public sectors will be useful.

Identify mechanisms for further sharing of ideas and experiences

and appropriate vehicles for such future dialogues.
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The United States Air Force, executive agency for the National Forum, ’r}\ "',
‘ ~ W
\ U
assigned responsibility for planning, organizing and conducting this event to the \ e o
Personnel Analysis Center of the Directorate of Personnel Plans (AF/DPXA), ‘\ ..:1
. ...:
Office of the Deputy Chief of Staff for Personnel (DCS/P). "
W
There were 176 registered participants in the National Forum. These
)
included 58 panelists from the private sector and academia and 58 panelists from ,.:
'i
o~
Defense and the Federal sectors. Other participants included panel recorders, >
speakers and observers. Private sector companies participating in the two-day »
l‘.‘
National Forum proceedings were: :::
WYy
Aetna Life and Casualty Delta Research Corp.
Air Products and Chemicals, Inc. Eastman Kodak Co.
American Red Cross Eaton Corp. "1::
American Telephone and Telegraph E-Systems, Inc. :':::
Arthur D. Little, Inc. Ford Motor Co. l
Ashland Petroleum Co. Hughes Aircraft Co. i"“ ,“-
Bank of America Human Resources Research Organization N

BASF Wyandotte Corp.

Bell Atlantic Corp.

Bell Helicopter Textron

Bristol Meyers Company
Campbell Soup Co.

Carlysle SynTec Systems

The Center for Strategic Decision Research
Cincinnati Milicron, Inc.
Communications Satellite Corp.
The Conference Board

Consad Research Corp.

Control Data Corporation
Corning Glass Works

CRS Sirrine, Inc.

Cummins Engine Co.

Dana Corp.

iv
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Ingersoll-Rand Co.

Kitchens of Sara Lee

Link Flight Simulation Division, Singef Corp.
Logistics Management Institute
Martin Marietta Co.

MCI Telecommunications, Inc.
National Steel Corp.

Navistar International
Northrop Corp.

Pfizer, Inc.

Proctor & Gamble Co.
Shawmut Bank of Boston
Syllogistics, Inc.

System Development Corp.
Texas Instruments, Inc.
Westinghouse Electric Corp.
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%} Noted scholars from the following academic and research institutions

participated in the National Forum:

The Bank Street College of Education Miami University
The Conference Board Naval War College
The ForeSight Group Organizational Design Consultants, Inc.
Fresina and Associates Texas A&M University
George Washington University University of Nebraska
Industrial College of the Armed Forces University of Pittsburgh
Participation on the government side was equally impressive. Top

leadership participation from the Office of the Secretary of Defense (OSD) and the

armed services was comprehensive and balanced.

The National Forum pro;:eedings began with a welcoming address presented
i by the host, the Honorable Chapman B. Cox, the Assistant Secretary of Defense for
) ! Force Management and Personnel. Major addresses were also presented in the
following order during National Forum general sessions, lunches and banquet by:
o The Honorable Norman R. Augustine, President and Chief Operating
Officer, Martin Marietta Corporation
o Mr. Robert D. McBride, President and Chief Operating Officer,
National Steel Corporation
o The Honorable William E. ﬁrock, Secretary of Labor
o General John A. Wickham, Jr., Chief of Staff, United States Army
0 The Honorable Donald A. Hicks, Under Secretary of Defense for

Research and Engineering

The major work of the National Forum was conducted in ten panels. Each
participant was assigned to a panel of his/her interest to consider one of these

human resources issues:
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PANEL 1:

PANEL 2:
PANEL 3:
PANEL 4:

PANEL §:

PANEL 6:

PANEL 7:

PANEL 8:

PANEL 9:

PANEL 10:

PANEL TOPICS

The Austere Budget and Human Resources Management:
Contributions and Challenges

Fostering Innovation: Implications for Policy and Organization
Human Resources Challenges in the 1990’s
Structuring Organizational Rewards to Motivate Performance

Developing Today’s Careers to Produce Tomorrow’s Senior
Leaders: Implications of a Changing World

Training to Increase Productivity and Improve Quality: Costs
and Benefits

Work and the Family: Implications for the Organization

Changing Organizational Cultures to Build Organizational
Effectiveness

Employee Privacy Versus the Concerns of the Organization:
Medical, Drugs, and Dishonesty Screening

Identifying and Increasing the Contribution of Human Resources
to the Bottom Line - Mission Effectiveness

The prime objectives of each Panel were to:

Determine primary high-payoff arecas in which a continuing
exchange between government and industry will serve the national

interest.

Identify mechanisms for future private sector, government sharing.

Determine the best vehicles for a sustained and productive dialogue.

Each panel was chaired by a private sector exccutive. Additionally, a noted

scholar currently engaged in research on the panel topic served as a resource

person for each pancl. To assure reasonable coverage of the panel topic and to

exploit fully the brief time available, National Forum participants were furnished

with an issue paper prepared by the resource person for cach panel as a means of
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8 stimulating thinking and suggesting potentially fruitful directions in which the

Frew. s

dialogue might profitably go.

During the second day of the National Forum there was an exchange of

b Yag N I
&

panelists among the panels for a short session. This gave panel members the

l‘j.b

opportunity to participate briefly in discussion of another issue that interested

S

them and encouraged cross-fertilization of ideas among the panels.

Fm
: o
: 3
Each panel prepared a report of its proccedings. Drafts of these reports y
LN
, were distributed to participants at adjournment. The final session of the National wl
]
1
Forum was a panel discussion among the panel chairmen moderated by Mr. David R
o)
P Weeks, Senior Vice President for Research and Program, The Conference Board.
=3
This wrap-up discussion summarized the panel dcliberations for the benefit of all 3
b.‘
participants. s
R
’h
; é.’ The following pages include the texts or summaries of addresses given at
: general sessions; issue papers originally presented to cach panel; the panel reports; .::;
Y
. summary of the closing, moderated session; and a complete directory of ;
! participants. .
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NATIONAL FORUM ORGANIZATION, OBJECTIVES, AND PARTICIPANTS )
llf
In May 1985 the Assistant Secretary of Defense for Manpower, Installations ;:

and Logistics sponsored the first National Forum on Human Resource Planning for -
Private Sector and Defense Leaders. The Forum convened on 9 and 10 May 1985 in ;'-
Baltimore. The purpose of this ground-breaking effort was to bring togethcr top- t'.f‘}
level representatives of private companies, the academic community, and Defense o
W
agencies to: T
A
h’

o) Begin a continuing dialogue and exchange of ideas and experience on -
manpower resource management challenges and their resolution. ,&
o Address the planning implications of these problems and challenges g

.
Na
o d

in terms of their implications over the next 10 years.

4
‘, g

-

The first National Forum was well received by both government and private

I

sector attendees, and initiated useful dialogues. Fifty-four senior executives {from

<y S

private sector business and academic institutions attended the two-day proceedings. ‘tﬁ
Attendance also included a comprehensive and balanced mixture of top human :
resources executives from the Office of the Secretary of Defense and from each of b
the four armed services. The success of last year’s Forum is illustrated in a recent
- .’
survey of private sector participants. The respondents unanimously stated that " g
they would recommend attendance to their companies and to other individuals, and !
seventy-four percent reported subsequent personal contacts with others they met at ":-,
»
N
e
the Forum.
Y
!\"
g The second National Forum was designed to capitalize on this success and to »
. . LI
o
'N::‘/

continue the momentum gained in May 1985. Accordingly, the Assistant Sccretary
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: of Defense for Force Management and Personnel (successor, after reorganization, to ;;:a.w :
' the Assistant Secretary of Defense for Manpower, Installations and Logistics) 28

sponsored this year’s National Forum. ::

' o

To oversee the extensive research and coordination tasks implicit in this ::

undertaking, the Department of the Air Force was appointed as executive agent. .

Within the Department, the Personnel Analysis Center of the Directorate of ¥

§ Personnel Plans (AF/DPXA), Office of the Deputy Chief of Staff for Personnel .:

(DCS/P) carried out the tasks of the executive agent. In consonance with these

; Departmental arrangements, Cplgnel David T..__l_-'fg_,_ USAF, Director, Personnel .:':':

¢ Analysis Center, was appointed as Fonﬁx‘rﬂ_qi)glc_i‘i‘gratv(_)& crETe Y !

: Under Contracts F49642-84-D0038-5010/5013, the executive agent engaged :

. Sg—/llogistics, Inc,, 5514 Alma Lane, Suite 400, Springfield, Virginia 22151, to ;“.

provide technical support services in the planning, organization, and execution of '.-‘-x l‘ ‘

A ol A5

the National Forum. In addition, Syllogistics, Inc., was charged with the

responsibility for research for and documentation of the National Forum.

.‘

v

NATIONAL FORUM OBJECTIVE

I

Many management, manpower, training, and personnel problems are common §
to both government and industry. Prior to the first National Forum dialogue ?‘
‘ between the two communities on major issues had been limited. Looking to the f.
>
next decade, it is clear that a sharing of the best thinking and experience of both E
sectors could be mutually productive in the national interest. The time is right for " .»
this exchange. Indeed, it is critical in an era of fiscal constraint, economic :
{
s challenge, massive technological change, and evolving new individual and social E
o>
value patterns. ';"
gy
s
‘.-

\

2 \

; . I3 » . . - - - - - - o - - ~ g B - - . . o - .
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Government and private sector issues of mutual interest and concern cover a

K
D broad array of management initiatives, pay and compensation issues, and gquestions
i‘.:: on the handling of obsolescence, to name only a few. The spectrum of common
[}
e
1'.:: concerns was reduced to ten major issues. The prime objective of the National
¥
) ) ..
Al Forum was to explore these issues, determine those areas where a continuing
~ exchange will be useful, identify the mechanism for sharing and the vehicle for
e future dialogue.
N
o
Though an ambitious objective for a two day Forum, the potential payoff is
)
’i
::'.’, worth the investment. To achieve maximum Forum benefits, issue papers were
1t
10
:' provided for each panel participant prior to the conference. The papers focused,
’
'1d
but did not limit discussion on those areas of perceived highest potential payoff.
=
‘,: Subject areas were selected and formulated to address the fundamental interest of
~
o
“" both the government and private sectors. The assistance of The Conference Board
" -
o ('0' in New York City has been invaluable in identifying and formulating areas and
e, T
| -_:: issues of greatest mutual interest to the private, government, and academic sectors,
oy
:‘{ the resolution of which will most directly serve the national interest.
K\ NATIONAL FORUM ORGANIZATION
\_:.;
)
‘ The National Forum sponsor was the Assistant Secretary of Defense for
‘ Force Management and Personnel, Honorable Chapman B. Cox, who served as
s
'.":5 National Forum Chair.
)
A
Ahi
>~ The major work of the National Forum was done in ten panels that met
= simultanecously. National Forum participants were initially asked to select and
A
:;: rank order their choice of three panels from the list below. They were then
\
) . .
U assigned to a panel of their choice to consider one of the following human
RN f.:i., resources issues:
" )T
[ > J‘""
4

Mg
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PANEL TOPICS

PANEL 1: The Austere Budget and Human Resources Management:
Contributions and Challenges

PANEL 2: Fostering Innovation: Implications for Policy and Organization

PANEL 3: Human Resources Challenges in the 1990s

PANEL 4: Structuring Organizational Rewards to Motivate Performance

PANEL §: Developing Today’s Careers to Produce Tomorrow’s Senior
Leaders: Implications of a Changing World

PANEL 6: Training to Increase Productivity and Improve Quality: Costs
and Benefits

PANEL 7: Work and the Family: Implications for the Organization

PANEL 8: Changing Organizational Cultures to Build Organizational
Effectiveness

PANEL 9: Employee Privacy Versus the Concerns of the Organization:

Medical, Drugs, and Dishonesty Screening
PANEL 10: Identifying and Increasing the Contribution of Human Resources
to the Bottom Line - Mission Effectiveness
Each panel was composed of about twelve participants, six from the private
sector or academia and six from Defense or other government agency. The panel
chairmen were executives from the private sector. In addition, each panel was
furnished a recorder. These recorders were officers from one of the four armed

services of the Department of Defense.

Each panel had a noted scholar, currently engaged in research or consulting
on the panel topic, who served as a resource person. These resource persons
attended the National Forum and participated in the panel deliberations (with the
exception of the Panel 7 resource person who was unable to attend because of a
schedule conflict). To assure reasonable coverage of the panel topic and to fully
exploit the relatively brief time available, National Forum participants were

furnished with an issue paper prepared by the resource person for each panel as a

7
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means of stimulating thinking and suggesting potentially fruitful directions that it

y et
@-& continuing dialogue might profitably take. o

,-3 .

5

-

"

The prime objectives of each panel were to:

g A

-

[

-
"

(o] Determine primary high-payoff areas in which a continuing

exchange between government and industry will serve the national

ot

interest. o
est .:::»’
43 '
0 Identify mechanisms for future private sector, government sharing.
w
l‘q‘l
0 Determine the best vehicles for a sustained and productive dialogue. ;::'.

In addition to the full participants on each panel, there were approximately

o
four observers for each of the panels. These observers were less senior officers "::"::
and civilian employees of the armed services and the Department of Defense. The ':EEEE

ﬁo observers were invited for their personal enrichment and because most of them ‘,
) have functional job responsibilities related closely to the panel topics being :E:‘
discussed. The observers were advised of the non-attribution policy for the i}\,

National Forum and asked not to participate in the discussion unless invited by the 1

panel chairman. The short time available to the panel precluded the opportunity .":"

for observers to have an active role, '

Ay

During the second day of the National Forum there was an exchange of \
paneclists among the panels for a short session. This gave panel members the c'

Y
opportunity to participate briefly in discussion of another issue that interested Rﬁ
them and allowed cross-fertilization of ideas among the panels. The panel ._._
chairmen and recorders remained in their panel rooms while the other panelists :E:
moved to another panel room. The panel chairmen then briefed the new arrivals ‘:E:

@; on the previous discussions and moderated an exchange of ideas about the panel :j
» t

5
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topic among the new arrivals. At the end of this one and one-half hour session

the panelists returned to their original panel rooms.

Each panel prepared a report of its proceedings. Drafts of these reports
were distributed to participants at adjournment. The final session of the National
Forum was a panel discussion among the panel chairmen moderated by Mr. David
Weeks, Senior Vice President for Resecarch and Program, The Conference Board.

This wrap-up discussion summarized the panel deliberations for all participaats.
PARTICIPATION IN THE NATIONAL FORUM

Fifty-eight executives from the private sector and academic leaders
attended the two-day National Forum proceedings. This number includes six
presidents, twenty-two vice presidents, and nineteen directors or managers. Private

sector organizations participating in the National Forum proceedings include the

following:
Aetna Life and Casualty Delta Research Corp.
Air Products and Chemicals, Inc. Eastman Kodak Co.
American Red Cross Eaton Corp.
American Telephone and Telegraph E-Systems, Inc.
Arthur D. Little, Inc. Ford Motor Co.
Ashland Petroleum Co. Hughes Aircraft Co.
Bank of America Human Resources Research Organization
BASF Wyandotte Corp. Ingersoll-Rand Co.
Bell Atlantic Corp. Kitchens of Sara Lee

Bell Helicopter Textron
Bristol Meyers Company Logistics Management Institute
Campbell Soup Co. Martin Marietta Co.
Carlysle SynTec Systems MCI Telecommunications, Inc.
The Center for Strategic Decision Research National Steel Corp.

Cincinnati Milicron, Inc. Navistar International

Communications Satellite Corp. Northrop Corp.

The Conference Board Pfizer, Inc.

Consad Resecarch Corp. Proctor & Gamble Co.

Control Data Corporation Shawmut Bank of Boston

Corning Glass Works Syliogistics, Inc.

CRS Sirrine, Inc. System Development Corp.

Cummins Engine Co. Texas Instruments, Inc.

Dana Corp. Westinghouse Electric Corp.
6
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Link Flight Simulation Division, Singer Corp.
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;: Noted scholars from the following academic and research institutions
W N
E % ™
:::: Q-:Q:‘ participated in the National Forum:
_.', The Bank Street College of Education Miami University
o8 The Conference Board Naval War College
N The ForeSight Group Organizational Design Consultants, Inc.
Dt Fresina and Associates Texas A&M University
v George Washington University University of Nebraska
;, ¢ Industrial College of the Armed Forces University of Pittsburgh
I
A"“;
X Participation on the government side was equally impressive. Office of the
‘ Secretary of Defense (OSD) and armed service human resources top leadership
ol
\
:::. participation was comprehensive and balanced. To illustrate: 1
R o There were sixteen participants from the Office of the Secretary of
,% Defense, thirteen rom the Army, eleven each from the Navy and Air
&
X Force, and six from the Marine Corps.
H .
s e o The Deputy Assistant to the President for Drug Policy and the key
D L]
LY
:" o personnel policy official of the Office of Management and Budget
bt participated.
‘pl‘
.’ o The civilian/military mix included:
k n
b . .
e 00 Two Assistant Secretaries for Manpower and Personnel.
iy
o 00 Five civilian and two military Deputy Assistant Secretaries,
:\'.: plus eleven Secretariat-level civilian Directors and a civilian
!
Department Chair from the Naval War College.
o
.fr H 1
‘$'~ 00 Three 3-Stars, ten 2-Stars, ten 1-Stars, and sixteen other senior
N military personnel,
w4
.:{\‘
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Registration of Forum participants commenced at the hotel at 3:00 PM on

the afternoon of 7 May 1986. A complete National Forum agenda is presented in

Section 2.
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7:30

8:30

8:50

9:30

9:40

SECTION 2

NATIONAL FORUM PRESENTATIONS AND AGENDA

Presentations were made to the assembled National Forum participants by
internationally known government and private sector authorities. These addresses
highlighted key National Forum issues and were made at the times indicated in the
q National Forum Agenda reproduced below. They are presented verbatim in the
immediately succeeding sub-sections of this report. (Addresses by the Honorable
William E. Brock and the Honorable Norman R. Augustine were delivered
extemporaneously. A summary of each of these addresses is provided in lieu of the

verbatim remarks.)

NATIONAL FORUM AGENDA

WEDNESDAY MAY 7, 1986

Registration Opens
Reception for Panel Chairmen
General Reception - Junior Ballroom

THURSDAY MAY 8, 1986

Welcome - The Honorable Chapman B. Cox, Assistant Secretary of
Defense (Force Management and Personnel) - Lord Fairfax Grand
Ballroom

Address - The Honorable Norman R. Augustine, President, Martin
Marietta Corp.

Instruction to Panel Members - Lt Gen E. A. Chavarrie, Deputy
Assistant Secretary of Defense (Military Manpower and Personnel
Policy)

Refreshment Break

10:00 - 11:45 Panel Meetings
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12:00

1:30
3:00

3:45 - 5:30
6:30
7:00
8:.00
8:30

8:30

10:00

10:15 - 11:30

12:00

1:15

2:45

3:00

Luncheon and Address by Mr. Robert D. McBride, President,
National Steel Corp. - Lord Fairfax Grand Ballroom B

Return to Panels

Address - The Honorable William E. Brock, Secretary of Labor - Lord
Fairfax Grand Ballroom B

Panel Meetings

Reception - Lobby

Banquet - Lord Fairfax Grand Ballroom B
Entertainment - US Army Chorus

Banquet Address - General John A. Wickham, Jr., Chief of Staff,
United States Army

FRIDAY MAY 9, 1986

Panelists Visit Alternate Panels to Share Discussion Points
Break
Panel Meetings

Luncheon and Address by the Honorable Donald A. Hicks, Under
Secretary of Defense, Research and Engineering - Lord Fairfax
Grand Ballroom B

Moderated Discussion of Panel Findings by David A. Weeks, Senior
Vice President, Program and Research, The Conference Board

Concluding Remarks - The Honorable Chapman B. Cox - Lord
Fairfax Grand Ballroom B

Adjournment

The remaining pages of this Section reproduce verbatim the presentations

made by Assistant Secretary Cox; by the President and Chief Operating Officer of

National Steel Corporation, Mr. Robert D. McBride; by General John A. Wickam,

Jr., Chief of Staff, United States Army; and by Under Secretary of Defense for

Research and Engineering, Donald A. Hicks. This section also includes summaries

of remarks made by the Honorable Norman R. Augustine and the Honorable

William E. Brock as well as a summary of the concluding panel discussion,

moderated by Mr. David A. Weeks.
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. WELCOMING REMARKS BY ‘
THE HONORABLE CHAPMAN B. COX, o
ASSISTANT SECRETARY OF DEFENSE FOR

FORCE MANAGEMENT AND PERSONNEL
TO THE o

0 J
SECOND NATIONAL FORUM ON HUMAN RESOURCES PLANNING ) '.;
FOR PRIVATE SECTOR AND DEFENSE LEADERS »
”

’ by

]
I

N

2

- As I welcome you this morning, I feel an almost tangible spirit of ;
cooperation and patriotism. :::
D‘\!

l'..l

- It is a product of the personal patriotic commitment and ",'_
generosity displayed by each of our private sector colleagues ;.

.,

who have come to this Forum at their own expense and who “,

w v

'.

o

are giving freely of their time in the national interest. Ko

g
A 474

=4

- Each of us in the Department of Defense -- each of those who serves

~ <N
"-'.

with me in the Army, Navy, Marines and Air Force -- salutes and

TP

thanks you for the valuable and important contribution you are

L)

. ]
A

making. "$

o

)

oy

- Last year we laid the foundations of this National Forum -- _.:;
dedicated to building a continuing dialogue among our nation’s .:’

|“,

oY

human resources management leaders. :-c{

)

- It was a huge success, as evidenced by this prestigious )
audience. ;

- Clearly, we have in this room this morning a national

L AASAOSAIN

treasure.

¥,
.
I’
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Our callings are diverse -- in the private sector, you span both

academia and most major manufacturing, marketing, and service

industries -- and in the public sector you cover every facet of human

resource management in each of the armed services, as well as the

national manpower management responsibilities executed by the

Department of Labor, the Office of Management and Budget, and the

Executive Office of the President.

Though each of us here may spend our working days in diverse

organizations producing equally diverse products and services:

People are the essence of our productive capability.

Our people resources come from the same national manpower

pool.

Therefore, our people sharc essentially similar perceptions of
the world of work, rewards, incentives, and personal and

organizational ethical values.

By the same token, our people share in equal measure the
admirable and not-so-admirable characteristics of our national
society, including a long history of broad accomplishment . . .
a recent inheritance born of scveral descades of rapid social
change . . . the propensity of some to abuse many of the
material advantages that our free and productive society has
made available to them . and, finally, an academic and
economic environment almost daily influcnced by quantum

leaps in man’s store of knowledge, and by increasingly rapid

technological change.
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In sum, then, our defensec-committed military institution, while
distinct in significant ways from our great business, industrial, and
educational institutions, nevertheless shares most of the human
resource characteristics, problems, and challenges facing our private
sector colleagues. Introspection alonc has never sufficed in the past
to give us the tools we need to meet successfully those challenges and
overcome those problems. Accordingly, we have borrowed proven
private sector practices over the years to structure and manage more
effectively and productively our federal civilian and military
manpower resources. On occasion, military manpower management
practice has even set the pace for exccllence and quality in the
government sector at both the national and state levels. Computer
applications in the field of human rcsources management constitute
an example . . . industrial engineering applications to the complex
task of annually sizing an international force of approximately three

million civilian and military souls is another example.

However, the rapidly changing environment that surrounds us all as
resource managers demands equally rapid adaptation to change . . .
and change has become the “"sine qua non" in almost every facet of

our management task.

-- High technology demands upon human physical and mental

capacities may be the most rcadily understood example.
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I am convinced that your panel sessions will underscore the

demand for new and innovative approaches:

To accommodate our concepts of training and
retraining to the evolving demands of a high-tech and

rapidly-obsolescence socicty and

To accommodate our concepts of compensation, reward,
and incentive in the workplace to the subtly changing
sets of personal and organizational values evolving in

our society.

Finally, we must accommodate a volatile economy buffeted by
rapid deterioration of some segments of our manufacturing
superstructure, equally rapid cxpansion of other segments, a
rush of expansion in the service industries, and a vacillating

international competitive posture.
We face:

A slowing of annual productivity increases within our
national workforce and an acceleration of productivity

increases among our primary international competitors,

A revolution in the male-female mix of our national

workforce characterized by a rapid influx of women,

A strong dollar currently at the level it held two

decades ago, and
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An economy annually more sensitive to developments
abroad in a world economy growing progressively more

interdependent.

Let me recap briefly -- two main points:

First, progressive change has steadily eroded the sharp
distinctions heretofore drawn betwecen the so-called
"Professional Military Modcl" and what has been called the
"Civilian/Vocational Model." We all effectively face the same
challenges -- the economic constraints we must address and the
technological and societal "revolutions” we are going through

on this planet today and in space tomorrow.

Second, to achieve our national objectives and to provide fully

for the material, societal, and defense needs of our great

people, we must approach the pcople-management tasks of the

coming decade in a spirit of coopcration and willingness to

P e I T PR

accommodate change through intclligent innovation.

In conclusion, we believe we can best achieve our objectives through
a close partnership and recgular interchange with our private-sector
counterparts in academia and industry. It is our hope that, today
and hereafter, we will work together in building constructive,
realistic solutions to cope with our collective problems; that through

discussion, research, analysis and action, we can combine and focus
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our collective knowledge to benefit our respective institutions and

the nation they serve.

- It is the business of this Forum to identify the common interests of
the military, business, and academic communities and to sketch the

direction of our future crosstalk and crosswork.

- To help stimulate our thinking in this undertaking we have asked a
number of exciting speakers to join us during the Forum. It is my

pleasure to introduce the first, the Honorable Norman Augustine.
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\’3 ADDRESS BY ;::'
N ! & (
4 THE HONORABLE NORMAN R. AUGUSTINE =
PRESIDENT AND CHIEF OPERATING OFFICER "
MARTIN MARIETTA CORPORATION ’;\.‘
o
TO THE 2]
SECOND NATIONAL FORUM ON HUMAN RESOURCES PLANNING
FOR PRIVATE SECTOR AND DEFENSE LEADERS ~
Y,
4
The following is a summary of The Honorable Norman R. Augustine’s ‘
1 (]
address to the Second National Forum on Human Resources Planning given on May :
8, 1986. In addition to what is summarized here, Mr. Augustine included many '
anecdotes from his book, Augustine’s Laws, Viking Penguin Inc., 1986. '
N
Government and industry are not communicating. This statement is true in 2
. oA
a number of areas including human resources management. We seldom have the heh
time to deal with the fundamental issues. hQ
5 Y
@ 3
i One of these issues is the importance of people. They are our most j::
v
important asset. I truly believe in the importance of people; it is seen time and ‘;?.
I~.~
time again. You have to get the right person on the job to achieve success. We o
must begin by selecting the right ones. They must then be trained, and training :f
A
o
must be a continual process. Motivation is another key. Those organizations that :S
>+
select, train and motivate properly will receive huge payoffs for their efforts. o
R
While examining the technical archives I began to notice the appearance of :-';:
P,
o,
the same names over and over again. I attempted to plot the contributions in terms -; )
of percent of papers versus percent of contributors. This turned out to be an '_
X
impossible task since, in reality, some of the contributors had zero or negative Y
Y
",
outputs. This tended to set the rest of us back. While watching Monday Night ;,:
-
. Football one Thursday night (ought to be some kind of law in that) 1 decided to .
,f:::‘ rod
IR look at rushing touchdowns in the NFL. 1 also examined the performance of the ;‘.::

v J..'J‘.-




fighter pilots in the United Kingdom's Royal Air Force, patents awarded, and
arrests made by the Washington, D.C. police. It became evident that 10 percent of
the people produce gver 1/3 of the output. If you get rid of half of the people,
you would lose less than 20 percent of the output. What happens as you add more

people to accelerate the task? It merely serves to reduce the average performance!

When I was Under Secretary of the Army, I found that motivation was a
powerful tool in getting the best from people. It takes more than money to
motivate people, although money is not unimportant. People tend to be motivated
when they are satisfied with their job and their job is challenging - one that gives
them the opportunity to grow in their skills. Performance cannot be merely
bought. For example, in the NFL, the highest paid team finished dead last. The
lowest paid team won their division. The three highest paid teams finished last,
next to last, and eighth to last. The upper salary quartile produced no division

winners. Two of the eight poorest paid teams won their divisions.

I have . .und in business, sports, battle . . . life, that small differences are
often decisive. We must motivate people to give that last bit of effort. The
Fortune 501 company had sales that were only 1/10 of 1 percent below that of the
Fortune 500 company. In the finals of the 100 meter dash in the 1984 Olympics,
the difference between the silver medal and dead last was 0.16 second! Samuel
Tilden would have been President of the United States had he not lacked one
undisputed vote in the electoral college. A missing dash above a symbol in a little-
used software routine was the reason for the failure of the Mariner mission to
Venus. Attention to detail stems from how well we select, train, and motivate our

people.

There is a vast difference between government and industry in giving their

people the latitude they require to manage effectively. The manager in industry

18

o e NN e, - . e
N I A A o N N I A e A N A N A AN O O AT I N

ENAEAL)

ORI e ALY

o a® fat . Gat Bt
- W M

- ') .
ey
'\_lh v

¢

»

S
N



e §'n 8% 8 059 800 8 R B 0 R 8 98 Rt B8 8 R £ Wa0 8 R Bt B b £a€ € et GoP gav fat iy’ e’ Unt Bat B et baT Ha Ba ds  bat e 0a"a 00" Vi A Ve" 1R a S0 atl ali att 2% o P oS B 2t 100 2t oP

-; has the authority to hire, fire, and reward his people. Industry can hire tomorrow. y
A h
3 %“ When I was Under Secretary it took five months to hire a well-qualified person. \

Good people will simply not wait that long for a job; they will go elsewhere. -

In regards to equivalent pay, have you ever wondered what industry would
have to pay to receive the service that a military member gives? The military
member undergoes frequent moves; some are to undesirable locations and require N
b family separation. He/she is on call 24 hours a day, and there is the possibility of

loss of life.

In the matter of training, the government has the edge over industry, at

least in the training given to those in the military. Training for government

civilians is poor.

=53

Management in government is in large part adversarial due to its oversight

B o) R A SRy Sy

‘; by Congress, the administration, and various other departments.

-
T

-

Where are we headed in regards to human resources? If left unattended, I

o™

s,
-
-

believe we are headed for a compression in pay. There is pressure from the bottom
to increase pay and pressure from the top (Gramm-Rudman, etc.) to hold down pay.

This will make it more difficult for government to recruit,

nay N & g v w

We are headed for a shorter work week. Possibly a four day week. In 1929

the average worker worked 2342 hours; in 1985, that had dropped to 2140 hours.

If this trend continues, in 120 years there will be no work!

L ST ]

X There will be a change in the demographics of the work force. With an
, increase in the number of working couples, there will be less latitude in the ability

of an employee to move to a new location. The work force will have a greater

g ey s e -

k&
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number of women and minorities. More people will be employed in service jobs.

Many jobs will move offshore where labor costs are significantly lower.

In summary, the bottom line for both government and industry is pcople.
Once you have recruited and trained them, you must make every reasonable effort

to keep them. This is particularly true for government.

Mr. Augustine concluded his remarks with the following anecdote: "Just
imagine -- If Martin had kept Bill Boeing, Jim McDonnel and Don Douglas, I could

have flown here in a Martin-Boeing-McDonnel-Douglas 747."
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ADDRESS BY
MR. ROBERT D. MCBRIDE,
PRESIDENT AND CHIEF OPERATING OFFICER,
NATIONAL STEEL CORPORATION
TO THE
SECOND NATIONAL FORUM ON HUMAN RESOURCES PLANNING
FOR PRIVATE SECTOR AND DEFENSE LEADERS

LOOKING OUT FOR THE OTHER GUY

Good afternoon. It’s good to be with you.

Fifty years ago, in his second inaugural address, Franklin Delano Roosevelt made a

statement about looking out for the other guy.

"We have always known," said Roosevelt, "That heedless self-interest was bad

morals. We know now that it is bad economics, too."

FDR’s pragmatic analysis of self-interest was directed at a country beginning to

LA

recover from a great depression. But it applies equally well to labor relations

A

today. If you don't look out for the other guy’s interests. . . it’s going to cost you.

Eleven days ago, the membership of the United Steelworkers ratified a proposed

- LrOPrLE

labor agreement between National Steel and the USWA.

The Washington Post called the new pact a "precedent-breaking labor agreement.”
Others in the media have called the settlement "unique and innovative" . .. some

refer to it as "a Japanese-style contract.”

At National Steel, we believe our new contract is a trend-setter . . . an agreement
that will set the pace in the industry for years to come. But this innovative
contract wasn't the result of our great insight or bargaining brilliance. It evolved
because both sides went to the bargaining table with a simple philosophy: "Look

out for the other guy’s interests, too."
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Before I get into the particulars of the new contract, I'd like to set the stage by

giving you a brief history of collective bargaining in the steel industry.
Historically, that relationship has been nothing to brag about . .. and that’s putting
it mildly. From the industry’s beginning in the nincteenth century, frequent
confrontations and picket line violence created hostilities whose remnants, to some

extent, are still with us today.

In 1937, the newly formed United Steelworkers’ Union pushed aside a so-called
company union and negotiated its first contract with the industry giant, United
States Steel Corporation. During the next few years, the union signed labor
contracts with most of the other steel producers. The labor climate continued to be

stormy, but a bargaining pattern was being established.

After World War II, when wage and price controls were lifted, the industry’s
relationship with the union deteriorated significantly. Beginning in 1946, and
every two or three years thereafter . . . when the labor contract came up for

renewal . . . there was a nationwide steel strike.

By 1956, leaders on both sides of the table agreed that something had to be done to
improve the bargaining process. The answer, which seemed appropriate for the
time, was coordinated bargaining. That's an arrangement in which a committee of
industry representatives negotiates a single contract that applies to all participating

firms.

Some of the companies had doubts about coordinated bargaining. But at that time,

a number of economic factors were working to overcome their resistance.

The big factor was the growing threat of imports. Every time the industry was

shut down by a strike, foreign steel came in to fill the gap. And after each strike,
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the imports held onto a little more of the market. The companies felt that if

coordinated bargaining could bring an end to the strikes, it was worth a try.

Another thing in favor of the coordinated bargaining approach was the fact that
the American economy was booming, and the business prospects for steel were very
bright. It was a big incentive for the producers to avoid costly and damaging

strikes.

So coordinated bargaining took hold, and there hasn’t been an industry-wide steel

strike since 1959. But that doesn’t prove the proccss was successful.

By the early 70’s, it was evident that the companics were giving away too much in
wages and fringe benefits just to avoid strikes. Labor costs in the domestic steel
industry were well above those of foreign countries, which made it harder to

compete against the threat of imports.

Besides that, it turned out that just the threat of a steel strike every three years
caused buyers to begin stockpiling early in every contract year. Since the industry
was usually running at close to capacity anyway, the customers often had to buy

foreign steel to build their stockpiles.

The upshot was that imports continued to come in, with or without strikes, or even
the threat of strikes. The belief that coordinated bargaining would help keep out

the imports turned out to be a mirage.

By 1973, another contract year, imports had capturcd more than twelve percent of
the domestic market. Alarm bells were ringing both in the union halls and the
executive suites. So, the labor negotiators came up with a new gimmick., It was
called the experimental negotiating agreement . . . ENA . . . in which the union

agreed not to strike when the new contract expired three years hence. This, of
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course, was designed to end the pre-strike stockpiling. In return, the companies . {
CALS 4
.-.\'.? "-
agreed to cost-of-living pay increases and a no-strike bonus, among other things. A
. . A
But again, the best intended plans went awry. You’ll remember that 1973 was also b
the year of the Arab oil embargo and the beginning of skyrocketing inflation. The ,
new cost-of-living clause had a devastating effect on the basic industry’s hourly
",
1 employment cost. Total employment costs, which include fringe benefits, went :j
"l
from an average of $7.68 per hour in 1973 to $22.21 an hour in 1983. And, as these <
N
costs went up, American steel became less and less competitive with the imports.
r
! N
» o
Coordinated bargaining came unglued two years ago . .. it was finally abandoned :4
\
4
1 by all of the major steel producers in 1985. In retrospect, it’s hard to see how 9
coordinated bargaining helped the industry as a whole. Yes, there were twenty- :5‘
seven years of labor peace, but that stability was bought at a very high price. ;;
-
PR’ !
So much for coordinated bargaining. As I've already indicated, some of its | -
\ll r
assumed benefits were wiped out by unforesecn changes in the domestic steel oY
L
market. For the most part, they were unrelated to the collective bargaining ::
‘>
process. There were economic trends which, in the late 70’s, started the domestic ]
Ao
. . . . Yy
steel industry on a downward spiral that’s still going on. L
So that you can understand the environment for the 1986 bargaining process, I'll ‘:
briefly review the major economic elements that added to the problem. Imports hf;
)
were certainly a major factor, as I've already said. They increased steadily during .:-;
Q.
4
the 70°s and early 80’s, and in the last two ycars took over 25 percent of the :’
domestic market. In some months they exceeded 30 percent. There has been some :.'{
l\ ;
improvement so far in 1986, but the levels of imports hav: still not approached the " ]
government’s voluntary restraint agreement goal of 18 to 20 percent. X
)
e ING.
. '.":\ I‘N
.’_'\.', ::
""
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The steel industry has also been hurt by the growing importation of finished

products containing steel . . . what our customers call "downstream dumping.”

Products like automobiles, appliances and heavy machinery.

Another important economic element is that the market for steel in this country,

while still very big, has been shrinking steadily. Domestic steel consumption has

declined by almost 25 million annual tons since its peak in 1973,

Declining

2 e

demand and rising import penetration have created vicious price competition in the

»

domestic steel marketplace.

Falling demand and falling prices are a disastrous combination for any business,

and they have been all of that for the American steel industry. Total industry

!;’-'1’ I’Jl ]

losses in the past four years are approaching seven billion dollars. The end result

has been a massive shakeout and restructuring of the industry.

* 'l ’l ,l " "L‘",’ '-‘.i

_; Employment in the industry has shrunk by more than 50 percent. There have been
o

5]

plant closings, mergers, joint ventures and diversifications as the major producers

try to cut their losses and strengthen their financial base.

Everyone now agrees that the American steel industry will never be what it was in

the prosperous years of the 60’s. Sooner or later, and probably during the next

AT

decade, the shakeout will run its course. The basic industry will consist of a

‘:C smaller number of highly efficient companies capable of competing effectively in

N

e a global marketplace. "
'.: :
s

»
[ .

About six years ago, we recognized what was happening in the steel industry . . .

>

and the probable end result. We made up our minds that National Steel would be \

[

one of the survivors of the shakeout ... and began planning for it.
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In 1981, we rationalized our business, cutting our production capacity in half.
That was a painful decision . .. but a necessary one. In September of 1984, Nippon
Kokan, Japan’s second largest steel company, bought half of National Steel. That

joint venture helped us change the way we viewed ourselves.

First, we revised our mission statement. Our new goal was to become a world-class
supplier of quality steel products and services. Not one of the best domestic

producers, but a world-class producer.

We also launched the largest capital improvement program in our history . .. a
program designed to help us prepare for the 1990's. And, at the same time, we
began a major program to improve employee productivity and our relationship
with our work force. That program is what I want to focus on for the rest of my

time with you today.

One of our first moves in the human reclations arca was to reach a decision to
break away from the steel industry’s coordinated bargaining group. We had long
been dissatisfied with United States Steel’s dominance of the bargaining process.
We felt contracts negotiated under coordinated bargaining often tended to favor
what was good for U.S. Steel. But for many years, it scemed we had no choice but
to stay in the group. It was either that or try to bargain separately, and be whip

sawed by the union into accepting the industry contract ... or something worse.

But that rationale just didn’t hold water anymore. When coordinated bargaining
began in 1959, the participating companies had about 95 percent of the domestic

steel market. By this year, they had roughly 60 pcrcent.

A lot of steel is now being produced by non-union labor or by companies that have
lower cost labor contracts. Some of those companies filed for Chapter 11 and

reorganized with lower labor contracts. The old bargaining pattern is no longer
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able to maintain uniform labor costs across the industry. The low wage producers
have a cost advantage of as much as six dollars an hour. They are eating our

lunch, just like the imports.

Furthermore, because of such things as mergers, joint ventures and diversifications,
the companies in the bargaining group have much less in common with each other
than they did when the arrangement was set up. At National Steel, we have
developed a survival plan that is uniquely our own. And we feel we have a better
chance for a labor contract tailored to our corporate goals and the individual needs

of our plants and employees by going it alone.

So we broke away. When we did, in July 1984, we were the first of the major steel
companies to take that step. Meantime, we had been implementing a plan to
improve our relationship with all of our employees. The plan was based on the
belief that our key resource is our people. Our strategy was to encourage our
people to get deeply involved in day-to-day problem solving. Today, we have 156
labor-management participation teams at work in our plants under a joint program
with the union. In all, more than 90 percent of our employees are involved in
some type of participative activity. We recognized that people would do a better
job, and feel better about it, if they can have a say in how things are done. So we

gave them a say ... a strong one.

In December of 1984, about six months after we broke away from the coordinated
bargaining committee, we took a major step to improve our relationship with the
union by establishing a joint problem solving committee of company and union
officials. Committees were formed to deal with corporate-level problems; other
committees were formed at each of our divisions to handle plant-level problems.
The committees deal with issues that are not normally the subject of bargaining,

such as safety and health, job security, and productivity improvements.

27

S S R AN . T,

rAe

.t
e

T
’

.! r‘:‘: v

.
W

\r

VNN

e .

g

NSNS,

»

¢

; L e ! 276
g I 20 R NN

Iod
:.ﬂ

PR A

el
« 0,
u

b
'

N 4

Y

ﬁ"

%

v

P

l'

“ o~
ENINING

" FRAAP AT <o A

ALl d

P4
'y %

.

4 ‘.._ ’l:’l:"

Iy

el

&S

o %%

- & o

vy

&y

<

-'In'ﬁ"

Pl -f"'.

% X

P Rl

g el

"

R,

[y

-



\

o

. )\f\n“\h"“f -\a\ "\ \"’\ J.'\ I‘-‘\.‘\-‘.‘ J'"_-\ N, J,\.’-.._‘\:_-.‘.:. -:‘-_-,- .

The meetings began in January of 1985 and continued, on a regular basis,

throughout the year. There was no bargaining at these meetings. The intent was
to resolve issues of common concern in a non-adversarial way; one that recognizes

the legitimate concerns of the company, its workers and the union.

These committees have been very active since thcy were established nearly a year-
and-a-half ago. For example, they drafted a policy on the company’s use of
outside contractors. This has long been a bone of contention between labor and
management in the steel industry. This joint problem solving effort laid the
groundwork for the provisions on contracting out that were later incorporated into

our new labor agreement.

At our Midwest plant in Portage, Indiana, the local working committee developed a
pilot program on employment security. While it was not implemented, it became

the basis for a precedent-setting agreement on this issue in the new labor contract.

Even more important, the problem solving committees were a big help in
developing an atmosphere of trust and mutual understanding when company and
union officials sat down at the bargaining table. It is no overstatement to say that

we couldn’t have reached the agreement that we did without them.

Now, let’s look at what was accomplished in this ycar’s bargaining agreement. As I
said earlier, we feel that it’s innovative . . . creative perhaps even
revolutionary. And we think it will establish a pattern for bargaining in the steel

industry for years to come.

Before we entered actual negotiations, we established an overall strategy. It had

two main points.
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. First, both sides must win something if we are going to have a viable contract.
Second, if we are to become a world-class steel company by 1990, we neced long-

term productivity improvements, not a quick fix via short-lived wage and benefit

concessions.

The union, on the other hand, was interested in employment security. We were
anxious to search for a way to give both sides what they needed . .. and that’s

what we set out to do.

We explained both to the union and to our salaried employees the need for
significant reductions in the work force over the next three-to-five years. We
suggested a figure of 25 to 30 percent. That’s about 3,500 people, and 1 want to

emphasize that it includes both hourly and salaricd employees.

The union was not excited by the prospect of rcductions, but they also realized
di‘ that reductions are essential if National Steel is going to attain the productivity

levels that will make the company competitive on a worldwide basis.

Both sides agreed that our employees should not be hurt by work force reductions.
We agreed that the reductions should be achieved through attrition -- retirements
and people leaving the company of their own volition. Historically, our rate of
attrition has been in the 6-7 percent range, so we felt that four years of normal

attrition would bring our goal within reach,.

Now, under the old contract, it would not have becen possible for us to reduce the
work force in this way. The rigidity of the work rules in the old contract
prevented us from using our work force efficiently, and we simply could not

consider running our plants without replacing the pcople who left.
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But our new contract wipes out many of the old jurisdictional job barriers. We
will be able to train our people in multiple skills, so they can handle more than

one job and be assigned accordingly.

Next, we worked out an employment security package. Through the thirty-nine
months of our new contract we have guaranteed the union there will be no layoffs.

None.

There’s another advantage to both sides in employment security. Employees can
now feel free to propose ways to save time, cut out waste, even eliminate entire
jobs, without the fear that it will be their job they’re eliminating. They know

they’ll have a job. It’s guaranteed by the contract.

This is a classic example of an agreement in which both sides win. The company
gets a program to acnieve long-term productivity gains through attrition and work

rule changes; the union gets a long-sought after guarantee of employment security.

Thus far, I've described a contract that guarantecs employment security, provides
permanent productivity improvements, changes long-established work rules, and
eliminates as much as 25 to 30 percent of our work force. That represents major,
almost revolutionary changes, at least for an Amcrican steel company. But there’s

more.

Another trend setting part of the contract came in the economic area. Yes, there
were some modest wage and benefit concessions . .. a total of 99 cents an hour in
employee concessions and an additional 52 cents an hour in other cost savings.
Those were small by comparison with LTV Steel’s settlement of $3.15 an hour in

concessions alone. But that wasn’t a major objective.
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The big news in the economic area is that employces have the opportunity to share
in profits and productivity gains. The employees can now earn between 50 cents
an hour and $1.75 per hour for each hour they work. The amount is based upon
the level of profit the company achieves. When we win, everyone wins. If we lose,

we all lose.

The employees also have the opportunity to earn an additional bonus based on
product quality and manpower costs. In other words, we're putting our money
where our mission is -- we’ll pay our employees to make better products at lower

cost.

We've built even more flexibility into the contract. Experimental programs, for
example. We’re looking at the possibility of providing assured rates of pay for
hourly workers, who, in turn, would take on additional duties. Sounds a lot like

salaried employees, doesn’t it?

We're also going to experiment with skill-based pay programs that will pay workers

based upon their knowledge, skills, and expertise.

And finally, because our salaried force reduction will result in fewer supervisory
people in the plants, we will be expecting morc sclf-direction by the employees.

This principle would not have been possible under the old contract.

We believe this contract has unlimited potential. But despite all the innovative
ideas and good intentions, the bottom line comes down to implementation. Without

proper implementation, all we have is a worthless picce of paper.

That’s why we built a cooperative partnership agrecement into the contract. The
agreement guarantees regular meetings from top management levels through in-

plant work groups. Our goal: keep the lines of communication open -- up, down
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and sideways -- and solve differences early before they become major problems . . . Ny
. . .lﬂi
X so we can implement the spirit of the contract.
"l
s . . . . .
Without question, our agreement breaks new ground in the steel industry ... it may
:'. become a model for other companies, even other industries.
L]
j We've asked the employees to take on added responsibilities, accept more flexible
-r.
.'ff work rules . . . and accept manpower reductions. In essence, we've asked them to
"
b
- make management decisions that will help National Steel survive in the short-term
l",:. and prosper in the long-run. We’ve asked them to make a commitment to raise
U
N
A product quality and lower overall costs.
)
o
In return, we’ve made commitments to the union. We’ve provided employment
ﬁ security that guarantees there will be no layoffs. We’'ve settled for modest wage
P
N and benefit concessions in return for more permanent, longer-range savings. We've
& provided profit sharing and productivity/gain sharing opportunities that give our ~._—J‘
>0 employees the potential to earn substantially more than others in the industry.
;:f_: We've even added a 401-K savings plan for our hourly employees.
\ More important than the details of the contract is the spirit in which it was
k.
;-. fashioned. It was done as a cooperative partnership, a partnership that emerged
"~
7 - from a year-and-a-half of joint problem solving meetings.
l \. . . . .
> All of this doesn’t mean we're having a love fest at National Steel. Far from it.
:' What we designed is a pragmatic contract, one that we believe takes into account
) the needs and interests of National Steel and the United Steelworkers. Both sides
l.
s, <
_'C-- went to the bargaining table with that in mind. Otherwise, this contract could <
1 r
x5 never have been written. )
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The time has come when managements in our mature industries must recognize that

A t
By A . . .
S it’s to their advantage to provide for the long-term welfare of their employees, and ‘
¥ give them a stake in the business. The unions must realize that they share with
L)
: management a responsibility for the long-term viability of the companies whose !
)
" U
e workers they represent.
\. -
. That’s what National Steel’s new labor contract is all about. We believe it’s the t
‘: :
< wave of the future in labor relations. 3
o'; The adversarial relationships of the past no longer work . . . if they ever did. In g
¥
::. the steel industry, the heedless self-interest that FDR referred to helped bring
™
e about the industry’s decline. It brought hardship for thousands of workers who
- ¥
lost their jobs. Everyone ended up a loser. It was, indeed, bad economics. :
: :
W o . . . . 0
ﬁ: And it will continue to be that way for companies and unions that fail to M
"
[ “a
A ‘: recognize the good that can come from forthright concern for the needs of the
\v -
A other guy. They will surely be among the losers in the race for survival; as our !
" !
A
5 industries continue to mature.
AY
¥ At National Steel, we’ve seen the light. We know what it takes to forge a mutually ;
t
o . . . .
‘o supportive relationship with our unions and our employees. We will all be winners :-
- U
- 1
- in the years ahead.
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ADDRESS BY

THE HONORABLE WILLIAM E. BROCK
SECRETARY OF LABOR

TO THE By

%y

SECOND NATIONAL FORUM ON HUMAN RESOURCES PLANNING X

FOR PRIVATE SECTOR AND DEFENSE LEADERS i

’ The following is a summary of the Honorable William E. Brock’s address to .
b W
the Second National Forum on Human Resources Planning given on May 8, 1986. ¥

In addition to this summary, Mr. Brock entertained questions from Forum o

q

participants. .:

A

Y

£

foday's workforce can be characterized by its changing demographics and

xre

environment. A large increase of working women is certainly the most obvious of

the demographic changes. This has brought about new initiatives by the private

o.~

i sector such as industry-supported child care centers, flex time, family counseling, Y
i. and liberal maternity leaves of absence. Another demographic change involves the ‘_:
declining numbers of young people entering the workforce. This means that the .;:

Y
average age of the workforce will increase, and both industry and government i
must adjust to this change. :g
A

One of the biggest factors impacting the workforce has been problems with

h 3
. s m-.‘v'

P our American education system. Approximately 700,000 young people enter the E
workforce each year without completing high school. Some high school graduates ':
are illiterate. There are growing problems with multiple languages. There are ;-',:
obvious problems with the education system, and it is important to support the '\
President’s push to improve public education. Another factor is that the work

; environment has become much more technical, and the education system has failed ’{

, to keep up with that trend. This has been partly due to lack of coordination ﬁ
’?':,;: between the labor and education communities. Onc of our new initiatives is a "
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closer cooperation between the Departments to help education prepare young

people for the workplace.

Secretary Brock concluded his prepared comments by stating that much
closer coordination between the private sector and the Government would be

required to meet the demands of the changing workplace of the future. He noted

that progress has been made to improve this coordination.

Secretary Brock then entertained questions from the audience.
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. ADDRESS BY N
g GENERAL JOHN A. WICKHAM, JR. Ny
Ve CHIEF OF STAFF, UNITED STATES ARMY 3
TO THE N
SECOND NATIONAL FORUM ON HUMAN RESOURCES PLANNING nf
FOR PRIVATE SECTOR AND DEFENSE LEADERS :.r
W
\
A_VISION AND VALUES v
~)
It’s a privilege to be here this evening. The Forum's work is extremely important, e
=
relevant, and timely. Today, we face some tough challenges that involve the o
r\.
stewardship of human resources, challenges that have long-term implications. The "
O]
dialogue, experience, and ideas that are shared here will help all of us do a better ',..ﬁ
W1
job and serve the interests of our great nation. :0:.::
..
As I look at the discussion topics for the Forum’s working panels and the emphasis "

on "productivity,” I'm reminded of a story:

P

LA N

ﬁ_ A strongman in a carnival sideshow was exhibiting his "'
[} =
> prowess and, as a final trick, he squeezed the juice ::'.
\..

from a lemon with his bare hands and then offered ten ::‘:

\-l
. . -‘-’ y

dollars to anyone in the audience who could squeeze >

[ ®

another drop out of it. After a pause, a small, skinny, ::i_

~»

AL,
bespectacled man came forward and tried it. After ::’,

. .. R
much groaning and straining, he managed to squeeze !v
L} q
one large drop of juice from the lemon, to the delight E

of the audience. ;\'-

N
As the strongman begrudgingly handed over the ten i

dollars, he asked the small man, "What’s the secret of :"_:

v,

. . Ve

your strength? How did you do it?" ;»‘:

]
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"Oh, it was nothing, really." the man repli "] was th

treasurer of my church for thirty vears."

As we all work together to "squeeze the most we can from the lemon” (and improve
productivity), let me express my appreciation to our participants from the private
sector. Your dedication and generosity are vital to the success of this Forum.

Thank you for giving us your valuable time and attention.

Tonight, I want to tell you "the Army story"” and highlight the points of interest
that relate to the work of this Forum. People are "stage center" in our Armed
Forces, and especially in the Army. Great leverage can be gained from improving
the productivity of human resources. The Army story provides you a case study to

work on because people and productivity are key factors to our success.

The Army helps provide the nation a capability to deter wars before they start, to

control them if they do start, and to terminate them on terms favorable to our
interests. Today’s Army is the best I've seen in 36 years of service -- and, it's also
the smallest. We have 28 divisions in the total force, 10 of which are in the
National Guard. Yet, the threat to our Nation's security is large and continues to
grow. The Soviet military build-up, the rise of state-sponsored terrorism, and the
proliferation of regional conflicts present serious challecnges to peace and stability

throughout the world.

Defense spending since 1981 has accomplished much: better people and morale,
strategic modernization, enhanced readiness, and improved conventional forces.
But, we're still behind the Soviets in key areas. Budget growth is essential to

preserve the benefits of our increased strength.

The Secretary of the Army and I share a common vision of how the total Army --

Active, National Guard, Reserve, and civilian components -- should prepare for
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land combat, both for today and in the future. The Book of Proverbs says, "Where

&

\ there is no vision, the people perish." The authors of A Passion for Excellence say

[}

5

that visions are important, and that they must be stated clearly, communicated

fervently, and cared about passionately.

5

P

The elements of the Army’s vision are:

a
Ly

A

s

0 First, to provide quality soldiers and strong families in the active ,',.:
o,

and reserve components, =

. ‘.-_

. 15

o Second, to field a flexible, modernized force that can fight »
v

anywhere, anytime, and under any circumstances. I

8.4 i

!

o Third, to develop high technology and productivity enhancements ﬁ
: .

. eqe e

that increase the capability of our small Army. E':-.

P

a:‘ o Fourth, to fight and sustain as part of joint forces (with our sister L

services) and combined forces (with our allies and friends), including s

the ability to deploy tactically and strategically anywhere in the f-:

world. K .

-

o Fifth, and last, to exercise strong stewardship over the human and {_‘_

¢

materiel resources that are entrusted to us by our citizenry.

;Y- "

This vision keeps in view the capacities of our potential adversaries as well as the :}
promise of the technological and industrial advantages enjoyed by the U.S. and its ::;'.
allies. It requires leadership and resolve. And it requires that we innovate and _!,
work smarter. In short, if our enemies are bigger, then we must be better! "
Let me discuss each in turn. '.'
-
AT
ﬂr\f.' 2
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PEOPLE AND FAMILIES

A quality Army starts with quality soldiers supported by strong families. I'm

happy to say that we’ve made great progress recruiting and retaining both soldiers

and families. Active Army accessions of high school diploma graduates -- a key

measure of our quality -- have increased significantly since 1980 (up from 54% to
91%). National Guard and Reserve accessions are also up. Category IV accessions,
the lowest mental test category, remain at low levels; in fact, they’re at 9% which

are historical lows for the active Army.

Retention trends are also healthy. In FY 1985, we achieved 101 percent of our
reenlistment objective, and, in FY 1986, we reenlisted 109 percent of our objective.
These objectives meet our minimum manpower needs for the year. This kind of
success 1s dependent on the proper incentives -- such as assignment opportunities,
educational opportunities (G.I. Bill), and bonuscs. Success is also dependent on

organizational climate and quality of life factors.

At the same time that quality indicators have incrcased in the active Army, rates
of indiscipline have decreased. Drug offenses, AWOL, crimes against property, and

violent crime are down significantly. Rates are historical lows in most cases.

We have made great strides towards providing a richer quality of life for our
people and their families. Fifty-four percent of our soldiers are married; we've got
over 1.2 million family members. Seven hundred thousand are children (half of

them are under the age of six).

Substantial resources have been programmed for, and invested in, quality of life

and family programs. For FY 1987, we are budgeting six billion dollars for our

quality of life programs. We will continue to improve living and working

40
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conditions and will meet a diverse set of needs, ranging from family housing to

child development to maintenance and repair shops to soldier and family services.

These efforts are worth every dollar that we invest. As I visit Army units around
the world, I see the payoffs of our "quality of life" initiatives for soldiers and
their families in terms of their increased commitment to their jobs and to a more
ready Army. They see these improvements, and their own resolve to serve our

Nation increases. Thus, the better soldiers and their families feel about the Army.

the better is Armyv readiness.

Let me share with you a letter that makes this point. It’s from a young

paratrooper whom doctors saved from death after a parachute accident:

Life’s difficulties are always cropping up, but in the
Army, people make up for the things that go wrong.
There is always someone who will help in the Army.
When the doctors thought 1 would never make it, my

unit never gave up.

They stayed behind me and behind my wife and my
family the whole way. Words cannot express my
thanks and the thanks of my wife for the care that my
company commander, my first sergcant, and my Army
buddies showed during the most difficult time in our

lives.

And that’s what the Army is all about. Taking care of

h other, 1 reci wh he Army is doing for

families,
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And know what? I'm pr to_be a soldier.

So it takes more than just resources to build that kind of commitment; it takes a
caring attitude by people within the organization. I know several of the work
panels are looking at "work vs the family" and "organizational cultures.” Do your

work well; we need your help.

Our young people are "seed corn" for the future. The Army cannot afford to lose
them. Also, we can’t afford to lose our more senior NCOs -- the "backbone" of our
Army -- as we did several years ago; because that mcans a loss of leadership and
experience that takes years to recover. The concept is simple: Take care of your

people, and they’ll take care of you.

MODERN EQUIPMENT AND UNITS

Quality people deserve quality equipment, particularly when we may be
outnumbered by our potential enemies. A kcy improvement to our military
capability is modern equipment for active and reserve forces. Modernization
means both enhanced readiness and sustainability. That means a better capability

on the battlefield and better reliability rates.

Through FY 1986, Congress will have authorized the Army to procure 5,000
Abrams tanks, 3,700 Bradley fighting vehicles, 1,600 Apache and Black Hawk
helicopters, 350 multiple launch rocket systems, and many other new items of
equipment. We’ve accomplished much, but much remains to be done. The Army’s
modernization program started 3 to 4 years after the Navy’s and Air Force's.
Basically, only one-third of our units arc modernizcd. We need resolve to finish

the job ... peace depends on us.
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The Reserve components are getting their fair share, too. This year, the National
Guard and Army Reserve will get about 2.1 billion dollars worth of distributed
equipment. For example, they’re getting the new Ml Abrams tank and the fully
modernized, product-improved, M60A3 tank. The idea is: The "first to fight, is

the first to be equipped.”

They’re also getting full-time specialists and technicians to support equipment
modernization and to help prepare for mobilization and deployment. The
manpower end strength of the Guard and Reserve is up, tco. Soon, the strength of

the Reserve components will exceed that of our active forces.

We rely heavily on our National Guard and Army Reserve. They provide 50
percent of our combat battalions, 50 percent of our combat support, and almost 70
percent of our combat service support. They get "top-of-the-line¢" simulators, take
part in exercises with active forces overseas, and they train at the National
Training Center, Fort Irwin, California. The military capability of our Reserve

components has come a long way in recent years.

Beyond equipment, we are modernizing the organization of our Army, giving it
better balance and increasing its combat power. Our heavier forces (such as
mechanized and armored divisions) remain oriented towards central Europe and
the NATO commitment. Our lighter forces (such as the airborne and air assault
divisions), and especially the Army's new light divisions, have increased our
strategic flexibility and deployability. Thus, they enhance our ability to deter war,
because "deployability is deterrence." These light divisions, along with our
improved special operations forces (our rangers and special forces), give the
national command authorities the options neecded to handle all challenges,
especially low intensity conflict, the most likely type of conflict expected in the

future.
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W TECHNOLOGY AND PRODUCTIVITY ‘.4".'-1\
En

Within the overall composition of the total Army, we have increased our combat

~ %5
Bl o

capability substantially. For the Active Army, we have created 29 additional

L
ol o
PSS

battalions through FY 87, with 21 more programmed between now and FY 91.

B

This increase has been accomplished essentially within the confines of a constant

::’ end strength -- a limit of 781,000 soldiecrs -- for our active forces. We have "grown"
2,
o, . . .
s almost a like number of combat battalions in the Reserve components.
'
ol These increases have resulted from a number of initiatives that have enabled us to
5,
- A .
:} convert support manpower into combat power.
)
",
] o Productivity enhancing technology, for example, use of multiple
}.0 . . . .
a-:' subscriber equipment saves 8,000 spaces; use of palletized loading
e,
" . cre
’ system saves 13,000 (during mobilization).
3 .
[3 ]
& . . . . r’:_
- 0 Organizational modernization, for example, building more and
Sk
LS . . JN
. smaller units, with more capability.
.::
? 0 Headquarters reductions, for example, Army staff and major
M,
:_ commands.
'? o Reserve component growth, for example, greater responsibilities.
.;: !
- o Civilian substitution, contracting (perform service support).
:j-f o Host nation support, contingency contracting (perform service
-;f support).
'.:
::: The Army leadership has chosen to keep the end strength constant for the active y
forces in order to protect our rcadiness, sustainability, essential modernization, and -
(A *\
' iy
ey people programs. We have disciplined our appetite for active end strength TN
8
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increases so that we can maintain the overall quality of our forces and capitalize

L}
X

on productivity enhancing technology. This was a tough choice (much easier to ask

7 L,

the Congress for more people) that requires a willingness -- and the courage -- to

=

innovate. But, its been a key part of our strategy for building and equipping

g

today’s Army.

Y WS

INTNES

N

<%

.
)
y

3

"Jointness" is vital to success in combat. If we had to go to war tomorrow, we

1%L

would go jointly. We go on someone else’s ships and on someone else’s aircraft.

2%

Someone else "sees deep” for us and "strikes deep” for us. The Army, by virtue of

2z

its business, has to be the most joint of the services.

1>

. \,‘.’&"‘-'
A g o

"

General Gabriel, the Air Force Chief of Staff, and I instituted the joint force

r e

development process in May 1984, The objective remains to develop

]

ar

complementary rather than duplicative capabilities, to fill voids in our warfighting

capabilities, and to increase total force effectiveness in direct support of the

AT
I{& \

warfighting commanders-in-chief. We have broadened participation in the process

™~

S 5

to include the other services.

X RAR
=

We have implemented over half of the original thirty-one Air Force-Army

)
s

initiatives and have added four new ones. The initiatives have resulted in roughly

a billion dollars of near-term cost avoidance as we have reduced or eliminated

vy
)

x

duplicative programs. Similar agreements with the Navy are helping to improve

v e v @
2N
. .

LA 3

our strategic sealift and logistics-over-the-shore capabilities.

€ -

N T,

I am pleased to note that the "spirit of jointness" bctween General Gabriel and

P
o,
»

myself has been picked up by our respective Deputies for Personnel. Lieutenant

General Bob Eiton of my staff and Lieutenant General John Shaud, the Air Force

Chief of Personnel, a few days ago selected 10 initiatives for implementation that

45
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will go a long way in improving integration between the Army and Air Force SN
s:.'..','
! personnel staffs. *
STEWARDSHIP

As we have improved our military capability in terms of people, equipment, force
structure, doctrine, training, and support, we have become better stewards of the
resources entrusted to us. Stewardship is a key issue in the eyes of the American

public. Nothing less than their confidence and trust, and our credibility, are at

stake.

We’ve got to invest wisely in research and development which allows us to
capitalize on the "tiger of technology," an animal we must ride or fall off and be
eaten. It’s the only way we can keep pace with a rapidly changing and
: sophisticated threat. Research and development provides leverage for the future

and is vital for the development of systems that will allow us to capitalize on ’v.-v,-

! airland battle doctrine.

Also, we’re improving our procurement practices. We've appointed competition
. advocates throughout the Army to promote competition, drive down prices, and
improve product quality. Last year, 46 percent of our contract dollars were
awarded competitively. This year, our goal is 50 percent, and we're going to
achieve that objective. Along these same lines, multi-year procurements create
economies of scale and are reducing costs substantially in those cases where we can
let contracts for more than one year. We've got to give the American taxpayer the

most benefit for every dollar invested.

So, we have a vision, and we're on the way to its fulfillment. Closely related are

e

some corporate themes whose roots run deep in our culture. . )
NN ’,
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YALUES

Each year Secretary Marsh and I choose themes as a way to focus attention on

issues important to our Army.

Previous themes have included the concepts of

.l

*victory," "physical fitness," "excellence,” "the Army family,” and "leadership." "

L 4

These themes are not abandoned at the end of the theme year. Rather, they're -

\‘

5 continued, providing a steady flow of ideas and programs that influence how we :::
» -
s ~
s do our business.
' )

3

. This year’s theme is values. The reason is self-cvident. Lately, we’ve seen too ::\‘
1

. \ )

many Americans willing to debase their patriotism and fidelity for profit, and \

we’ve heard too many allegations of waste, fraud, and abuse by contractors and

military procurement folks.

Values are what we, as a pro'f‘cssion, judge to be right. They’re more than words --

PO

they're the moral, ethical, and professional attributes of character. It’s character
that enables us to withstand the rigors of combat or the daily challenges that might

tempt us to compromise our principles.

P LEL P,

Strengthening values will enable us to strengthen:

o Our inner self, i.e., our personal and professional development.

EAPAA

0 Our bonding to others, i.e., unit cohesion or family ties.

0 Our commitment to a purpose beyond that of ourselves, i.e.,, to our

profession or to our country.

In closing, let me share a letter with you from an Army wife who lost her husband

in the crash at Gander, Newfoundland:

722 AT

B
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*Let me thank you for myself, for all the other wives r:::‘;
and families of our dear fallen Eagles, for the fallen
Eagles themselves, but most of all for my late husband,
for sharing with us in our grief and sorrow ... and for

the tribute paid to him after his death."

"Rudy was a professional soldier who loved what he
was doing. He was very proud of his two tours in
Vietnam as a captain of Cobra gunships and recently

of his three tours with the MFO in the Sinai."

“I was, I am, and I always will be very proud that my

husband was a professional soldier . . . and a damn
good one."
RN
]
Doesn’t her letter speak to us of values? Out of the depth of grief, her letter ~
speaks to us of inner strength. Her letter speaks of strong bonds with the family
and bonds with the military. Her letter speaks of patriotism and pride in her
husband’s commitment to service -- a commitment above self.
We have an obligation to provide the kind of leadership that capitalizes on the
resources entrusted to us -- human, or otherwise. However, you and I know that
the human dimension is what really counts. For us, the challenge is to "grow" that
dimension to its fullest. This Forum is an impressive attempt to do just that.
I extend my best wishes for your great success. Thank you.
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s ADDRESS BY
‘ﬁ,.-;. THE HONORABLE DONALD A. HICKS
UNDER SECRETARY OF DEFENSE FOR RESEARCH AND ENGINEERING
TO THE
SECOND NATIONAL FORUM ON HUMAN RESOURCES PLANNING
FOR PRIVATE SECTOR AND DEFENSE LEADERS

Thank you for the introduction. There’s one element of it I would like to reorient
a bit. I don’t really consider myself to be a "former Defense Industry Executive."
I consider myself to be a defense professional whose career began in the military
in World War II and has continued through academic training, industrial

experience, and service in government,

I want to spend the next several minutes discussing problems and prospects defense

professionals -- both in and out of government -- are now confronting.

. In 1980, there was a tremendous consensus for rebuilding America’s neglected
i' defenses. President Reagan and Secretary Weinberger have done an outstanding
job of obtaining the required resources -- a 50% real increase -- and of translating

those resources into readiness, sustainability, and force modernization. The

combined effect, of course, is an enhancement in our deterrent capability.

Lately, however, we have begun to see this consensus erode. Encouraged by "horror
stories" about expensive toilet seats, dog kennel fces, etc., a deficit-weary American

public isn’t so sure anymore.

Let’s talk for a minute about waste, fraud, and abuse and my views on what this

celebrated phrase does and does not represent.

First, what it does not. For that I want to tell you a little story about an exchange
I had with Senator Levin of Michigan. Beforc my confirmation Senator Levin

"' . . 3
AT called me in to reassure himself that someone who had been in industry as long as

A AT AP A B T N N A L I
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I had could be counted on to be tough in his dealings with it. Could 1 be counted

on to make sure that industry used the "taxpayer’s money" wisely?

At that point I had to tell we had a problem because I disagreed with his basic
premise. When the Defense Department contracts with private industry to produce
something, then, in our free enterprise system, the money to buy the good doesn’t
belong to the buyer anymore. It’s the property of the producer who will
presumably use his best management judgment to deliver a quality product to the
buyer. To really believe in this notion of "watching over taxpayer resources" is the

equivalent of an admission that we have a de facto nationalized industry.

In my judgment, if that’s what we really have, then we ought to recognize it, make
it official, and accept the outcome of half the product for twice the price that

plagues our friends in Europe.

Then I asked Senator Levin to try to put one of these stories -- the much reported

and decried charging of dog kenneling fees to the government -- in perspective.

"Suppose for a minute that you’re the general manager of a division of a big
company. You’'ve got an important overseas project that’s in deep trouble. The
only thing that can give you a chance of saving it is to replace th¢ program
manager. You evaluate all the potential candidates, and you identify one highly

qualified individual who you think can get the job done."

"You call him in, and you explain the company’s neced. You also tell him you
realize the location is not particularly appealing -- in fact, it’s a real hardship area
of the world -- but the company will try to ﬁakc up for some of that with special
allowances, provisions for home leave, etc. Of course, he can take his family at no

personal expense.”
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You can see¢ him thinking through the ramifications. Its clear he’s a loyal
employee; he relishes the challenge of the assignment, and he certainly doesn’t

want to see a major project go down the tubes.”
"But then he says, 'Wait a minute. What about my dog?™"
"You say, 'What about the dog? Can’t you sell it?"

"He says, 'Oh no. My wife thinks of him as our third child. She'd divorce me.

And with quarantines and other restictions, there’s no way we would take him!"™

"Now, you're the gencral manager, trying to do the best management job in an area
of grave concern to your company. So what do you do? Probably you offer to
board the dog in a kennel, at company expense, so that your preferred candidate

will accept the critical assignment.”

"Such a decision does not represent waste, fraud, or abuse, but rather an
individual’s best management judgment about how to keep a valued employee (he
can always go somewhere else in our free enterprise system) and encourage him to

undertake a difficult task."

Having said that a lot of things labeled as waste, fraud and abuse really aren't, 1
also recognize there are some bad people who do bad things in the defense
industry. That’s inevitable in a society where, on average, one out of every 100

people is crooked.

Inspector General Sherick has identified some real cases of criminal behavior

which I know concern you as much as they do me.

For example, five moving and storage companies in Columbia, South Carolina,

located adjacent to Fort Jackson, agreed to fix the rates charged for providing
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nontemporary storage of household goods of military personnel. Specifically, these
companies discussed with one another their rates and agreed to submit rate -
proposals which were not only noncompetitive but also excessive. Each company

X then falsely certified that their rates were determined independently and without
collusion. This artificial establishment of uniformly high rates resulted in an

estimated loss of $800,000 to the government.

As a result of a cost mischarging investigation of Sperry Corporation, the
government obtained evidence that during 1980 and 1981, Sperry employees falsely
filled out time cards indicating work on an Air Force contract that was below the
contract ceiling price, while actually working on projects properly chargable to bid
and proposal and independent research and development costs, which were over
their ceiling. These false costs were then contained in the progress payment

requests submitted to the United States.

Sperry agreed to plead guilty to three counts of fraud and pay a minimum fine of "

$30,000, double damages of $650,000, and $167,740.86 as interest on the double

e

damages. Sperry also agreed to discipline its employees, reduce its claim for
recoverable legal expense by $300,000, and take certain administrative steps,
enumerated in a separate administrative settlement, to avoid the problem in the

future.

The instances of perceived and real waste, fraud, and abuse have surely
) contributed to the erosion of our defense consensus. In my view, they have also
contributed to accelerating a trend of the last decade toward too much oversight
and micromanagement. Sometimes we in the Department do it ourselves as we rush
; to regulate some aspect of our behavior before Congress legislates it. I oppose that.

If you don’t believe something is right, it’'s dumb to do it to yourself to avoid
ing i ('\.:.\'.‘
having it done to you by Congress. LS
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Congress -- with the changes in its oversight rolc that have occurred over the last
decade or so -- also is a big part of the problem. Changes in the seniority rules
have ended a strongly disciplined system -- albeit not without its drawbacks -- and
replaced it with what one member has described as a situation in which "we are
435 or 100 atoms bouncing off each other and colliding. There used to be much
more structure, but the old glue that tied atoms into molecules has been greatly

weakened."

I sometimes think that all 535 atoms have a dircct role in defense oversight. At
the very least, we can say that 10 years ago, 4 committees wrote legislation on
defense. Today some 24 committees and 40 subcommittees have a role to play in

defense oversight.

In FY 1970 Congress asked us for 36 reports and studiecs. In FY 1986, that number

jumped to 676 -- up a whopping 1778%!

Last year Congress changed 18,000 separate DoD programs -- changes which

required 400 - 500 pages of explanation.

Congressional staffers number in the thousands, and we in DoD and you in
industry proliferate people, rules, regulations, and other implementing mechanisms
in response to all this congressional activity. Somcbody recently told me that last

year alone, there were 54,000 official government visits to the Boeing Company.

So far, I've been critical of DoD and the Congress. To fit the last piece into the
puzzle, I want to talk about industry. You've had ups and downs during this

period of the gradual decline of our defense free cnterprise systems.

However, these statistics on net income for defcnse contractors suggest that the

defense business has not been a bad place to be latcly. Latcly, the defense industry
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has been, roughly, twice as profitable as the rest of the durable goods
manufacturing sector. While you complain about the adverse effects of
micromanagement, you are quick to argue your company’s interests to your elected
representatives. The result of this, of course, is defense legislation laden with pork

barrel provisions. The Department is told in excrutiating detail what to buy --

including, in some cases such as the small ICBM, decsign specifications. Some of the

things it tells us to buy are things we_haven’t asked for, and for which we see no

military need.

Don’t get me wrong. There are no absolutes of right or wrong associated with pork
barrel. In a democracy, no on¢ questions constitucnt rights to lobby for special
interests. However, carried to the extreme of pork bccoming the rule rather than
the exception, you pay a price. You in industry cffectively become wards of the
Congress, and you owe the institution something. That something is license to

oversee and meddle in almost every aspect of your business.

When we get to a situation where everyone depends on the largesse of government,

then we’ve turned our back on free enterprise and accepted the reality of

socialism.

So far my message is tinged with pessimism -- pcrhaps more than I actually feel.
Right now there are good people in the Congress who realize that things are wrong
and that we’ve got to change. They want to scc their institution function more
like a board of directors and less like a group of dissident shareholders. The work
of the Packard Commission is a tremendously positive contribution. We have to get
on with the business of acquiring the right weapon systems in a timely and cost

effective manner.
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To help us achieve that objective, I am asking you in industry to resolve to stand
on your own two feet more -- to use Congress less to influence, overturn, or end
run decisions of the Department. I'm not naive enough to believe we can eliminate
lobbying or pork. Nor would I, in our democracy, want to encourage such an

objective. Let’s just get it under control.

For my part, 1 first promise you that I will work ceaselessly to eliminate
unnecessary oversight and regulation. I will work within the Department and in
the Congress to establish a climate where DoD and the defense industry are viewed

as partners in a process that aims to weed out the few crooked individuals.

Second, I promise you that I will work very hard to make this process more
rational. I will do that by doing my personal best to ensure that we do not start
programs until we fully understand the nature of our military requirements. Once
we have such an understanding I will work to sec that we press on toward meeting

those requirements through performance as opposcd to hardware specifications.

These changes are essential if we are to obtain the weapon systems necessary to

maintain deterrence.
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: :": -:{: OVERVIEW OF MODERATED DISCUSSION OF PANEL FINDINGS
B MR. DAVID A. WEEKS

N SENIOR VICE PRESIDENT, RESEARCH AND PROGRAM

'_'.‘-s THE CONFERENCE BOARD

H

o)

) AT THE
Ly
i SECOND NATIONAL FORUM ON HUMAN RESOURCES PLANNING
' ::: FOR PRIVATE SECTOR AND DEFENSE LEADERS
r',‘_:;
\ . . . . . .
o~ The following is an overview of a wrap-up panel discussion among the
~,

panel chairmen. This discussion was moderated by Mr. David Weeks, Senior Vice

“‘

W) President, Research and Program, The Conference Board.
o . . : . . .
ol The organizational environment -- whether private or public -- is changing
Ty

rapidly. Nowhere are these changes more evident than in the mission and

orientation of the human resource function. The personnel function of the 1970,

«“ peopled by advocates and ombudspersons, is developing a bottom-line credibility

a
»
(]

and a business-management focus. Surprisingly cnough, these changes are as

/')‘

.a-:: apparent in the armed services and among the civilian employees of the
o

P . .

> Department of the Defense as they are in General Elcctric or Saga Foods.

Y . .
" Until recently, however, little or no attempt was made by human resource
) professionals from one sector to learn from their colleagues in another. To address
.‘;'.
) that gap, the Office of the Assistant Secretary of Defense undertook to mount this
ar
{
-s.J joint program to stimulate an interaction that has proven beneficial for
A .

~ participants from both sectors.

AL

}:, This brief summary of some conclusions and issues raised by the
~

"" . . . .
:;- participants is provided for those interested in the changing role of human
-

'
’C: resource programs in the United States today and in thc trends that will set
o ;..-fa'. tomorrow’s agenda in this increasingly complex ficld.
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Where so much time and effort are spent on both detailed and complex
problems, as at this two-day conference, it helps to stand back from the picture

and look at the major conclusions.

A comparison with a similar meeting one vyear ecarlier shows a real
clarification in the minds of the panelists -- from both the military and the private
sector -- about what is happening now and what is likely to happen in human

resource management.

Since 1985, most of the panelists have concluded firmly that the changes
affecting their business and professional lives are fundamental, inevitable,

continuous--and even desirable.

More important, they generally agree that the human resource function has
a key role, not an advisory role, in making change happen. The human resources
professional is taking the lead in planning with scnior policy management what the
direction, pace and effect of changes will be. In short, panelists find they are

expected to help set the context for change.

A second new direct responsibility is also clear to all this year: human

resources has a_primary role in implementing change. The human resource

professional is moving rapidly from policy advisor to manager.

The panelists took note of five key environmental constraints that are

certain to cause problems in this newly expanded role:

0 A shift in many organizational missions.

0 Continuing shrinkage in the ranks of management.

o Budget austerity trends.

o Increasing competition between sectors for talent and skills.
58
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The new gbjectives for human resource management and the organizations
guided by them were characterized as difficult but not impossible:
o Instigate and shepherd changes in organization culture.
0 Stimulate and channel innovation.
”,
:ﬁ o Develop people; then trust them.
o Put programs and decisions into a human scale and a family context.
The panelists were hopeful and more inner directed this year concerning
their ability to handle the new assignment. They based their hope on the fact that ?
a good deal is known about using reward systems, measuring effectiveness, and
7]
‘:': training and developing managers.
‘x,:
e The major qualms were related to the accountability for designing change
(e
e and for stimulating innovation within the broad organization.
: In thinking these matters through, the participants came away with a much
clearer analysis of the issues at hand for this year and next -- and a much clearer
~
ey vision of ongoing actions within and among sectors that will make the human
-~
. resource job achievable, if not easy.
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‘. NATIONAL FORUM ISSUES, PROCEEDINGS AND PANEL REPORTS
»
1,
3!
t
b u
: In his welcoming letter to the participants, Assistant Secretary Cox, the .
‘o National Forum sponsor, summarized both the broad parameters of the human ;
) g
b \
N resource planning issues to be addressed and the desired outcome of the
" proceedings: )
‘:s Welcome to the second National Forum on Human '.
b
L)
i Resources Planning for Private Sector and Defense
b
oy Leaders.
) A
? l:
. Many management, manpower, training, and personnel =
" ‘ o
~ problems are common to both government and industry. 3
W .
: As we look to the next decade it is clear that a sharing K
. ()
! of the best thinking and experience of both sectors -
could be mutually productive in the national interest. N
N
>~
' v
' Indeed, such an exchange can be critically important in 3
a3 &
an era of fiscal constraint, economic challenge, massive
]
i technological change, and evolving new individual and y
~, L}
[, social value patterns. Human resources complexities in :
this environment challenge each of us to manage our ;
3 R
- people most efficiently and effectively. We open this t
e .
N Forum in a search for new and better ways to do so. »
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between private sector and government leaders.

Last year the first Forum made a strong beginning to
explore the issues, determine those areas where a
continuing exchange will be useful, and identify the
mechanism for sharing and a vechicle for future
dialogue. The prime objective this year is to continue
along the path pioneered so well by last vyear’s

participants.

Your personal involvement is vital to the achievement
of this objective. It is the essential element in
continuing and strengthening this dialogue between the
government and the private sector on the Nation’s most

urgent human resource management challenges.

As summarized in preceding sections of this report, the bulk of available

time during the National Forum proceedings was devoted to a personal exchange

was seen as the heart of the National Forum’s purpose -- an essential step in

continuing and strengthening the dialogue between the government and private

To assure reasonable coverage of the many important issues facing human
resource planners, to fully exploit the relatively brief time available for that

purpose, and to make the time of maximum bencfit to each panclist, the National

Forum participants were:

AP P

From the outset, this interchange

Assigned, based on their preference and their primary areas of

expertise, to one of 10 separate subjcct arca panels.

SRR RS




o Furnished with an issue paper devcloped for considcration by their
respective panels, as a means of stimulating thinking and suggesting
potentially fruitful directions which a continuing dialogue might

profitably take.

0 Informed of a policy of non-attribution. Vicws expressed by Forum
members are not identified with any particular person or
organization outside the panel room. This policy was established to

encourage open discussion of the pancl topics.

0 Informed that neither the titles of thcir respective panels, nor the
issue papers officially provided to them, were designed to chznnel,

limit, or constrain their deliberations in any way.

Consonant with these broad guidelines, each panel prepared a draft report
of its proceedings and furnished that draft to thc Forum’s Administrative Support
Center at the close of panel proceedings on 8 May 1986. Using word processors,
the Administrative Support Center returned the typed drafts to the panel chairmen
for their review/revision on 9 May 1986. Thesc draft reports were furnished to
the National Forum participants prior to adjournmcnt. At the last general session,
on 9 May, the private sector exccutives occupying the 10 pancl chair positions
presented a summary of thcir respective panel results to the assembled Forum

participants as a part of a moderated pancl discussion.

The results of the pancl deliberations are presented in ten appendices to this
report, numbered to correspond with the respective panel topics. Each appendix

contains:

o The name and affiliation of cach mcmber of the pancl, and of the

recorder who sat with and supported the pancl deliberations.
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PANEL 1 TOPIC: THE AUSTERE BUDGET AND HUMAN RESOURCES
MANAGEMENT: CONTRIBUTIONS AND CHALLENGES

PANEL MEMBERS

Mr. Robert E. Foster -- Chair
Deputy Director

Personnel and Administration
Grumman Aerospace Corporation

Mr. Allan Janger

Executive Director

Management Systems Program Group
The Conference Board

Mr. George N. Johnson, Jr.
Vice President
Compensation and Benefits
Pfizer Inc.

‘Dr. Thomas Saving
Chairman

Department of Economics
Texas A&M University

Mr. T. G. Westerman
Staff Vice President
Human Resources

Hughes Aircraft Co.

Colonel Billy Deames

Deputy Director of Manpower and
Organization

Headquarters, United States Air Force

Rear Admiral Francis R. Donovan
Commander
Navy Military Personnel Command

Brigadier General Claude E. Fernandez, Jr.
Director, Manpower Programs and Budget
Headquarters, United States Army

Colonel Donald Festa

Head, Manpower Policy, Planning,
Programming and Budget Branch

Headquarters, United States Marine Corps

Mr. Pat L. Schittulli
Director of Civilian Personnel
Headquarters, United States Air Force

Major General Stuart H. Sherman, Jr., USAF

Deputy Assistant Secretary of Defense
(Guard/Reserve Manpower and Personnel)

Office of the Assistant Secretary of Defense
(Reserve Affairs)

Captain Edward Sullivan, USN

Director

Personnel Administration and Services

QOffice of the Assistant Secretary of Defense
(Force Management and Personnel)

Major G. C. Spradling -- Recorder
Training Department
Headquarters, United States Marine Corps
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THE AUSTERE BUDGET AND HUMAN RESOURCES MANAGEMENT:

CONTRIBUTIONS AND CHALLENGES

o I THE ISSUES:
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Given the current compensation system there are ways to make the military
more cfficient

An effective reduced force is possible with an efficient compensation system
The whole manpower-personnel system can be made more efficient by
prioritizing mission requirements

The whole defense system can be made more efficient by making necessary

changes to traditions, turf, "toys", and trust

b, II. RECOMMENDED ACTIONS:

The military and civilian sectors should form working groups and develop

solutions to the above issues o

In addition, the following ideas might be considered:

- Eliminate duplication of management

-- Eliminate unnecessary supervisory layers

- Strive for longer retention of experienced personnel

- Reduce the number of personnel responding to Congressional inquiries

-- Eliminate the micromanagement of defense contractor by DOD and
Congressional committees

-- Access more skilled laborers through greater use of lateral entry

- Use an incentive-based pay system

- Make greater use of retirees

- Develop alternatives to the current retirement system

- Pay according to skill and risk

-h~

OB
AN

- Consider separating the Service compensation systems ,-Ag
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-ﬁ’:ﬁ .- Establish direct accountability and responsibility for unit efficiency
h - Make use of direct compensation both in benefits and cash for greater
economic efficiency
-- Divest missions
-- Reduce non-combat related infrastructure
- Contract out support efforts where possible
- Explore feasibility of unmanned technology/robotics

- Improve equipment reliability, supportability and serviceability
II1. RECOMMENDED PRIVATE SECTOR/DEFENSE COOPERATIVE UNDERTAKINGS:
o The working groups should present their ideas (illustrated in II, above) as

part of the next National Forum

S

1-3

ey » Py T P o P P 9 Q00 W5 0 o K W N A o, AT AW O N W o i Wy a0
l‘\l KA A ’f nl‘l ¥ ) .'-...l. ¥ -"‘N ”rﬁ, .' d..."~ o) T ‘r .Q. ~ o " \ N ' h.-\!.!.! Y, LY .,‘Q b

0

L o on O o
o

Fo' ey s s
SRR !

N
v o

r"’"’

LN el X X et et A

BORAAAX, Sl
1

[ DA )

. 2 5, "
. ot
DT SN I )
e Fajal s,

T ® "



) N vag v Al
R NN N R AN (" WO W R LY 4 AN AENAINRNE S AR A U

p >
,. .‘
! !
‘ .
' L)
. W r
: o
‘ ISSUE PAPER '
x -
. PANEL 1 - THE AUSTERE BUDGET AND ;
[ HUMAN RESOURCES MANAGEMENT: ;
, CONTRIBUTIONS AND CHALLENGES ‘
; :
' t
! -
y Prepared By )
' Thomas R. Saving, Ph.D. '
. RRC, Inc./Texas A&M University .
'y 3833 Texas Avenue, Suite 256 i
Bryan, Texas 77802 s,
(409) 846-4713 s
(
1] -
N w,
v
Prepared for the ) !
In 2t
| SECOND NATIONAL FORUM Sl
ON Ta"7

HUMAN RESOURCES PLANNING

L May 8-9, 1986 i
: Sheraton Tysons Corner Hotel '
! Tyson’s Corner, VA 22180

Related Background Papers

)
o
DeVany, Arthur S. and Thomas R. Saving, "Life-Cycle Job Choice and the Supply \
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THE AUSTERE BUDGET AND HUMAN RESQURCES MANAGEMENT:
CONTRIBUTIONS AND CHALLENGES

In the 15 years since the introduction of the All Volunteer Force (AVF), the
military has shown an increased interest in thc optimal structure of both its
enlisted and officer manpower pools. Much of this interest has been directed
toward the maintenance of sufficient manpower in critical skills areas. This
emphasis on critical skills is not surprising since, given the supply conditions the
military faces, the existing pay structure ensures that if the critical skills can be

manned the remaining force manning requirements will be met.

The emphasis placed by the military on maintaining a sufficient critical
skills manpower pool was justified in a regime where military budgets permitted a
full-sized combat ready force. We are now faced, however, with the distinct
possibility that military spending will be significantly reduced. Such a reduction,
using current manpower strategies, could result in a full-sized combat ready force
being outside the budget available for military manpower, i.e., the existing
manpower pool would be unattainable using curr¢nt pay, manning, and youth-

experience profiles.

The overall force manning problem has bcen addressed at both the accession
and retention level. These two aspects of manning are inextricably related.
Increased accessions of qualified personnel and/or better retention both serve to
increase the pool in the critical skills area. The entirc manning problem can be
viewed as a birth-death process where a new accession is a birth and a separation
is a death. The population in the manning pool depends in this case on the rate at
which new individuals enter the system and on how long individuals stay in the

system.

1-5

N AT C S P o e A L P P P L L I N
s ‘F VOUAL ¢ "H' f ’ g v \'"'\ “ AT TR P PRI WYY

-,

T YN YT

Y X s

-

o/

AR AT I AU el o O S A e S LR A Tl

N B T T A T S

AR 'i"-".‘\

T e e v T

¥ ¥ O
b

v 1 ¢
»

P I
)

D

Ny * J' J' J
.&.’.A\.A‘..A ‘:n\.:\\i‘ ".



Ok it I AL

P e oo

A

("

Sl 4'.';. TeNele -.’-J, "Il .".\'_fl'_' v'y’\"f-."\'\,rq’ R n

Under an austere budget scenario how can the armed forces respond in
order to minimize the impact on its overall mission readiness? The manpower
research done over the past 15 years can be utilized to shed some light on this
issue. The existing work provides a base for the evaluation of (1) alternative pay-
benefit strategies, and (2) alternative experience-force size strategies that can

contribute to the solution to manning requirements under an austere budget regime.

The military is a significant demander of entry-level manpower. There are,
however, private firms that have sizeable manpower pools, e.g., General Motors
(700,000 employees worldwide). The manpower strategies of these firms can
provide a basis for the analysis of the general way the armed forces do business.
In particular, (1) private firms do not have extensive fundamental training
programs that provide non-firm specific training to personnel on a general basis,
(2) private firms pay employees according to job skill requirements and do not
differentiate on the basis of marital status and number of dependents, (3) private

firms hire at all skill levels and to not rely solely on employees moving up from

entry level jobs to managerial jobs, and (4) somc private firms have significantly

lower manager-to-worker ratios than the military.

SOME RESULTS FROM EXISTING STUDIES

Current force management must operate within narrowly defined guidelines
where pay structures are concerned. Within the enlisted or officer ranks the
military is, except for a few small programs, restricted to offering entry level
employees the same pay and benefits regaruless of skill level. In the officer corps
certain advanced degrees do allow some individuals to enter at above the entry
level, e.g., medical doctors. Importantly for the past few yecars the services have
been allocated a small budget for an enlisted bonus program that allows the

services to bring individuals with desired skills into the force at above entry level
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pay. A program of signing bonuses does attract higher skill individuals into the
chronic critical skills areas. It must be kept in mind, however, that these
individuals have a shorter mean length of stay in the military and greater
accessions will be required to maintain any given manpower pool size. Also,
without pay differentiation the bonuses must be continued for any long run effect

on length of stay.

Given the mission readiness criterion and the necessity that employees, or at
least certain groups of them, work as a team, a more egalitarian entry level pay
structure among military personnel than exists in the private sector may be
desirable. The necessity for a command structure that is consistent with the
military mission does not preclude pay differentiation. Pay and command are not

related in any necessary way.

Accepting the necessity of a pay structure that is skill level independent
does have certain undesirable consequences in a time of austere budgets. Without
entry level pay differentiation, attracting the necessary numbers of skilled
individuals requires that entry level pay must be such that either lesser skilled jobs
must be rationed among an excess applicant pool or that these jobs must be filled
with overqualified personnel. Since lower pay for the less skilled could have been
used to man the lower skilled jobs, either of these alternatives leads to increased

cost for any given desired force size.

ACCESSION

The magnitude of this problem can be estimated using the existing work on
military accession-retention. By breaking down the estimated accession supply

equations by skill cohort, the size of the budget saving available from (or the
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additional cost imposed by not using) entry level pay differentiation can be

measured.

The cost of not differentiating entry level pay is reduced by the current
incentive pay system. Incentive pay allocates skilled personnel once they are in the
force, in that pay is enhanced once an individual becomes a member of a critical
skill. This same critical skill pay enhancement carries through on the retention

side because bonus levels are skill specific.

The extent of the misallocation due to the absence of entry level pay
differentiation is affected by retention in the various skill positions. The better
the retention of skilled people through bonus differentiation and pro-pay, the
fewer the skill accessions necessary to maintain the skill force size. The smaller
the skill accession rcquirement,. the smaller the inefficiency caused by the lack of

erntry level pay differentiation.

Once a system of pay differentiation is established, the military could
expand its use of lateral entry and significantly reduce training cost. The
restriction of training to military specific functions would greatly reduce the
overall training cost component of the military budget. The cost of such a change
would be reduced accessions since the availability of non-military specific training
has been used as a recruiting tool. Since private firms provide little or no
generalized training, perhaps the market is telling us something: that such training

is not cost-effective.

Questions: (1) Should the military increase entry level pay differentiation by
extending the system of signing bonuses? (2) Should the military introduce
outright pay differences? (3) Should the military increcase the use of lateral entry

as a way of maintaining manning for critical skill positions?
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RETENTION

The impact of pay differentiation is clearly demonstrated in the retention
analysis donc by RRC and others. Some of this impact is desirable and reduces the
cost of the current entry level egalitarian system of pay. A part of this impact
reflects the effect of the military’s traditional treatment of dependents. Dependent
status affects compensation through allowances for quarters in that individuals
with two or more dependents receive an additional allowance that translates into
higher pay (the amount of the allowance does not depend on the number of

dependents once this number is greater than or equal to two).

The attention of the military to dependent status stems from a relative
hardship hypothesis. The view is that the rclative hardship imposed on an
individual by military service at below market wages depends on the market wage
of the individual. Military pay should, under this approach, be at least a minimum
subsistence level for those injured by imposed military service. Thus, when a
father is prevented from working and supporting his family, the institution
responsible for this loss would, in the civil law interpretation taken here, be

required to pay those damaged: the family.

It is on this basis, and only this basis, that pay differentiation based on
numbers of dependents can be justified. Since the military has moved to AVF
status, it now must compete in the general labor market for its employces. In this
market, pay is determined by the supply of and demand for the skill required.
Family size enters this result only indirectly through its effect on the incentive to

acquire the skills necessary to earn a wage that will su_port a given family size.

The primary effects of the existing system arc: (1) encouraging dependent

acquisition by benefitting those who acquire dependents, and (2) increasing the
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retention rate of individuals with dependents since their pay is higher. Our
retention results indicate that the probability that randomly chosen airmen will
reenlist is significantly greater for those airmen with two or more dependents. As
a result, the military is, in its experienced employee pool, in a position of being

more heavily weighted with high dependent status employees than the private

sector.

Question: Should the military do away entirely with pay based upon dependent

status?
POSSIBLE CHANGES IN BASIC ORGANIZATION STRUCTURE

The past 15 years have seen an increase in the success of certain "lean and
clean” firms in a number of industries previously dominated by large firms with
traditional ratios of overhead employees to workers. For example, the optimal
scale of plant size in the steel, meat packing, and aluminum industries has changed
toward smaller firms with smaller plants. The optimal scale of plant changes over
time as technology changes, and the military is certainly a place where significant
changes in technology occur. As weapon systems undergo significant changes,
manning requirements change, and these changes change the scale of the various

components of the military.

Many of the new smaller firms have a significantly smaller load of
overhead employees relative to workers. Alumax, Inc., the third largest basic
aluminum producer, is a case in point. Contrast the Alumax overhead structure
with, for example, that of Reynolds Aluminum, onc of its competitors. At its
corporate headquarters in Richmond, VA, Reynolds has some 2,000 employees, none

of whom make any aluminum products. Alumax, in contrast, has 8 employces at
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P o its headquarters, including secretaries. The Vice President of Alumax is also a
A g
vy, - plant manager.
Y . - .
-::: Have we, in the move to more sophisticated and specialized weaponry,
ph _—
,:::: outgrown the need for a large management base? Can we reduce significantly the
"W
7 size of the officer corps relative to the enlisted pool without giving up efficiency?
'_“A Or perhaps, as in the private sector, would such a move improve efficiency and
- Valg
o N
;". flexibility?
3
i:;; In the case of private industry there is a natural way that change occurs.
ANR)
) . . . .
p" Those firms that find new and better ways of doing things are more successful and
L)
R . .
[ are emulated by others. In this way the new supplants the old. There is no
'- equivalent to competitio. in the military establishment, except during conflict,
)
'
\{ where organizational structure gets its real test. Such conflicts, fortunately, do not
N
f! ! ki occur on a continuing basis. In the absence of competitive forces, how can the
+ G
.,,-" - military adapt to technology change? Certainly such adaptation must proceed more
Ny
o, o
: -.': slowly than in the case where a market test is continually being conducted. But
.
" such change must go on and examples from the private sector represent a
-‘ continuing source of ideas.
2
_,.: Question: Should the military reevaluate its management structure with the goal of
- optimizing the level of management overhead?
’r
&
= CONCLUSIONS
w,
h
j If the military is faced with significant reductions in its budget, how can it
PR
:'\‘ respond without a significant sacrifice in its mission readiness? The answer to this
0
l\'-1' question is not a simple one, but there are a number of areas, at least in the
3 .I
i .. . .
manpower arena, where existing work suggests changes might contribute to greater
t'.;
‘,:'o @" efficiency. Specifically, changes in the pay structure of the military offer the
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‘A
)
»:::l
0.0 1-11
o
b7

NS o

"'{ N

\

N
-

. - - ol e et % e L % s
N AN Nt N T e T L T G e TN B T W T P e
od N & . o’ w - - L) a - - & S N A N D ' < A -



TP YT TRy Ry T o S
T LT RO R R og e R O R R T T U W Yom Vn RYRVF AT A fa* - -

-

CePTIEEY Y X X Y T T Y v w

‘n".‘n';'l’.l'--‘.l‘-‘l\-. .

possibility of reducing the cost of any given level of mission readiness. Increasing
the level of skill pay differentiation will reduce the cost of maintaining the
existing manpower pool. In addition, changing the proportion of the manpower

pool that is entry level versus lateral entry offers additional benefits.

The possibility that the military could benefit by a thorough investigation
of the changing management structure in the private sector should be considered.
The new breed of lean companies is making inroads into the business world. These
firms have a management-to-worker ratio that is significantly lower than in
traditional private firms. Given the tremendous change in weapons technology and

the reduced enlisted manpower pool, perhaps the military is overmanaged.
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LIFE-CYCLE JOB CHOICE AND THE DEMAND AND SUPPLY

OF ENTRY LEVEL JOBS:

SOME EVIDENCE FROM

THE AIR FORCE
Arthur S. De Vany and Thomas R. Saving*

HE theory of occupational choice has

largely left the choice of job and duration of
employment in jobs unexplained. If agents plan a
length of stay on the job when they are em-
ployed, then turnover is determined when a new
hire is made. In the steady state, new hires re-
place losses from the employment pool, and
hence the demand for new employees reflects the
supply of employment duration as well as de-
mand behavior. The employer’s demand for a
stock of employees and the supplied duration of
employment determine the flow demand for new
hires. If flow supply and demand are in equilib-
num, the supply of werkers and their planned
duration of employment must support equality of
replacements and losses. An adequate theory of
the labor market must explain these stock/flow
relations and provide some basis for separating
demand and supply behavior.

In this paper we develop a model of this pro-
cess and estimate the model for the U.S. Air
Force enlisted personnel market. We begin with
a simple theory of the life-cycle job choice prob-
lem. This theory posits job sequences as the ob-
jects of choice and the optimal sequence deter-
mines the type of job chosen at each point in the
life cycle as well as the duration of employment
in each job. This simple theory of life-cycle sup-
ply is integrated into an inventory model of em-
ployment demand to achieve an equilibrium
model. The model is extended to consider the
complications introduced by stochastic supply

Received for publication September 15, 1980, Revision ac-
cepted for publication October 14, 1981.

* University of Houston and Texas A&M University., re-
spcctively.
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behavior and quality rationing by the employer.
The sources of bias in supply elasticity estimates
of conventional labor supply models are iden-
tified and discussed. Finally, the model is esti-

mated using data on Air Force enlisted person-
nel.

I. Life-Cycle Labor Supply

Assume that individuals rank bundles of con-
sumption and years in alternative jobs. Such an
individual may choose a corner solution, spend-
ing his entire working life in a given job. How-
ever, most individuals choose several jobs over a
lifetime, in particular, military enhstees choose
lifetime work patterns with positive quantities of
both military and civilian working time.

Assume that individuals make choices over
permanent consumption and lifetime non-work
time N. Let this relation be summarized by the
utility function®

U = U(g,N). )

Further, assume a total length of life T that is
known with certainty. Consider two alternate
jobs M, an entry level job which may provide
training for C, a skilled job. The time constraint
1S

T=N+M+C (2)

where M and C denote time spent in jobs M and
C, respectively.

For given earnings profiles in jobs M and C,
permanent consumption can be written as

q=mMM+ c(M,C)C (3)

where m(M) and ¢(M,C) are earnings scalars that
are functions of the rate of interest and the earn-

' Herein goods consumption is treated as a permanent con-
sumption stream. Any planned vanation could be accounted
for by expressing g as the present value of planned consump-
tion expenditures. This generalization does not affect the
analysis to foliow except to add to its complexity. In addition,
jobs are being treated as factors of production by individuals.

{ 457 ]

Reprinted, by permission of the publisher, from The Review of Economics anc_Statistica, Vol. LXIV, No. 8, August
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458 THE REVIEW OF ECONOMICS AND STATISTICS

ings profiles in jobs M and C.? The assumption
that m(-) is only a function of time spent in occu-
pation M is made because occupation M is being
treated as an entry level job. Further, we assume
that (3) has the following derivative restrictions:

my > 0;¢0 2 0;¢cc>0.

Increases in years spent in the entry level job
increase its multiplier since its stream of earnings
will be longer and because of learning by doing.
The skill job multiplier is related to years in the
entry level job because increased time in the
entry level job reduces the length of the skilled
earnings stream and delays its inception. As an
offset to this negative effect of increased time
spent in the entry level job, the skills acquired in
the entry level job may increase earnings in the
skilled job. If the skill effect is greater than the
time effect, then the derivative ¢, could be
greater than zero. The skill job multiplier,
¢c(M,C), is positively related to years in the
skilled job because of a longer earnings stream
and learning by doing.

For any given level of N, M and C must be
chosen so that permanent consumptioa is a max-
imum. Thus, we have

my+m+c,C—-—A=90
ccC+c—-—A=0. (4)

The vanable A is the Lagrangean multiplier asso-
ciated with constraint (2). These first-order con-
ditions must be satisfied by the optimal levels of
C and M given that both are positive. Alterna-
tively, inequalities will hold for solutions where
either M or C is zero. It is easily shown that
upward shifts in the eamings function for job M

? The present value of lifetime eamings PV is
o e
PV = L ermde + [ erewmdr
L

where ris the interest rate and m(r) and c(r) are, respectively,
wage rates in the entry level and skilled occupations. Perma-
nent consumption is

g=rPV/(l - ).

Using the mean value theorem of the integral calculus we can
write PV as

PV = iM + wC

where { is in the region bounded by the minimum and maxi-
mum of ¢~"m(r) and w is in the region bounded by the
minimum and maximum of e-"c(r,M). For fixed r and m(¢), i
depends only on M and w depends only on M and C. Thus, we
can write the preseat value of the income shown as (3).
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or C increase the desired duration of employment
in that respective job. Additionally, such in-
creases in the eamings function for job M or C
increase the number of individuals with positive
durations in job M or C, respectively.

H. A Simple Stochastic Inveatory Model of
Employment Demand and Supply

The inventory of employed personnel is de-
termined through demand and supply forces in
the two inter-connected markets we have
described—the supply of labor of a given quality
and the supply of employment duration, both of
which are given by the life-cycle job model. We
assume the demand for labor can be depicted as a
demand that a personnel inventory be main-
tained. The flow of new hires required to main-
tain this inventory depends on the turnover rate
per position, which is the inverse of the mean
length of stay, and the size of the desired inven-
tory.

The expected supply of entrants S, to job M
may be written as

S = S(m,c.8) (5)

where @ is the quality of entrant and the assumed
signs of the partial derivatives are noted above
the argument. These signs follow from the pre-
ceding discussion of the life-cycle job market and
we have assumed for expositional convenience
that earnings profiles in both M and C may be
summarnized by the scalars m, c.

The supplied duration of employment, D, to
job M is

D = D(m.c). (6)

We have assumed that duration is unaffected by
the quality of the manpower pool. As indicated in
the discussion of life-cycle job choice, an in-
crease in the job M wage increases duration in M
and an increase in the job C wage, for given
experience in M, reduces duration in M. Since
the eamings path in job C is dependent on time
spent in job M, the scalar ¢ in (6) must be evalu-
ated at some mean time spent in M.

The demand for new hires depends on the em-
ployment level to be maintained, E, and the
prebability that the representative employee will
leave the firm in any given unit interval. Asst ne
that the number of members leaving can be rep-
resented by a stationary stochastic process. Then
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S LIFE-CYCLE
%b the steady state expected number leaving, /, will
cqual the employment size, E, divided by the
mean duration of employment, D,

E

I = D (7)
This result follows from the fact that in the
steady state the distribution of personnel by de-
sired length of service will be identical for every
entering cohort. Thus, the probability that any
randomly drawn individual will leave the firm
during the next interval will be (1/D). Equation
(7) then reflects the fact that the expected num-
ber leaving the firm in a unit interval is simply the
probability of leaving times the number em-
ployed.

Equations (5), (6), and (7) represent the em-
ployment equations in the flow market. An
equilibnum Jevel of employment requires that
arrivals and departures be equal so that

E
S = D 8)

In a world of uncertainty, either employment will
do a random walk around its expected level or

ﬁ’ wages must be constantly adjusting to ensure
that (8) holds.

1II. Employment Variance and the Job Offer
Queue

Employment level constraints may be imposed
on the fim; for example, Congress imposes a
personnel force level on the military, or the firm
may wish to maintain employment close to some
level with high probability. One means of main-
taining the emplovment level in a small neigh-
borhood of a given level, F°, is to maintain a
replacement inventory of employees outside the
firm. When a random loss occurs, a new em-
ployee can be drawn from this ‘*outside’’ inven-
tory to replace the loss without waiting for the
next applicant to turn up. The larger this outside
inventory, the higher is the probability the em-
ployment level will be at its desired value at any
given future point in time. The firm cun increase
the line of waiting employees by paying higher
wages so that applicants are willing to wait. Al-
ternatively, applicants could be paid some fee for

\ waiting.
fﬁ\! This can be formalized by assuming that the

JOB CHOICE 459

probability an eligible individual will agree today
on a future employment date is a function of the
lead time, L, the entry level wages paid by the
firm and the wages in skill jobs,

P = P(Lm.yc) 9

where for simplicity, we assume that the proba-
bility of agreeing on future employment is inde-
pendent of quality. Average lead time can be
related to the expected wait of a simple queueing
process. Interpreted in this way, lead time is a
function of the expected arrivals of new hires and
the turmover rate. Since turnover is a function of
the size of the employment pool and the mean
duration of employment the expected lead time
can be written as?

L = L(m.E). (10)

Equation (10) determines the equilibrium ex-
pected lead time for given values of wages in job
M and levels of employment E. Increases in wage
m increase lead time since turnover falls and the
arrival rate of new hires rises. An increase in the
size of the manpower pool reduces expected lead
time since it increases total turnover and does
not affect the arrival rate of new hires.

Effective supply of qualified applicants, i.e.,
the arrival rate net of those repelled by the ex-
pected lead time, is

a = P(L,m,) §{(m,c,0). iy
The loss rate from the employment pool is
E
= —=_ 12
D(m,c) (12)

and the equilibrnium condition is

E

PS = m. (13)
If the exogenous vanables are taken to be wages
and employment, (10)-(13) yields solution values
for unknowns S, a, /, and 6.

Taking wages and the employment level as
fixed makes the employer a quality-taker, and
mean quality adjusts to the level that will support

3 If a Poisson queueing process without balking is assumed
then the expected lead time is
Le—_D
E(E - PSD)

which yiclds the signs of the derivatives assumed in (10). See,
¢.8., Gross and Harris (1974), chapter 4.
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equilibrium. The quality-taking system is con-
strained to the demand curve if quality can al-
ways adjust enough to make quantity supplied
equal to quantity demanded.

Consider the effect of a change in the entry
wage in this employment fixing, quality-taking
model. Differentiating the equilibrium condition
with respect to m gives

P( as + as 60)

am 8 am

+ S( oP 8P oL )
am ol om

= —(E/D?) —gg-. (14)

The terms on the left-hand side constitute da/am,
holding the employment level fixed, so this con-
dition is equivaient to

da aD

e (E/D?) e | (15)
If employers take the market-determined turn-
over rate as given, accessions move with the
turnover rate and thus depend on both replace-
ment demand and accession supply. Since
aD/am > 0, it follows that

da_ <0
am |¢

and accessions decrease with increases in the
wage when the employment pool is held con-
stant.

When wages rise quality must increase to sup-
port the lower equilibrium hiring flow necessary
to maintain the fixed employment level. This can

be shown by solving (14) for

E aD aP aL P as
—_ -t S|—— — ]+ P —
EY:) D* am (GL am " am) d am
am as
P26 (16}

Since the denominator is negative, this derivative
is positive if the quality-constant derivative of
net arrivals with respect to the wage is positive.
To identify the supply curve imagine an experi-
ment that allows the employment level to re-
spond to a change in relative wages. Since the
employment level fixes the position of the de-
mand curve for new hires, changes in employ-
ment shift demand and trace out the supply

1-16
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curve. Then fix lead time, L, and quality, 6, and
let E change with m. Differentiate the equilibrium
condition (13) with respect to m, fixing L and 6.

oP S
S — —_—
om + am |e.L
_1 8E | _ E aD
D am |o. DE am o (D

The term on the left is the constant lead time,
constant quality change in the accession rate

da

am les’

If the supply curve is upward sloping, this deriva-
tive will be positive. The first term on the right
hand side,

1 9FE

D ém

is the supply derivative we are looking for since it
is the derivative of the accession rate which
holds duration, D, constant as well as lead time
and quality. Denote this term as

da

am

’
o.L

oL.D

The last term on the right, we know frcm (15)
above, is

da

am

£
Using this notation and solving (17) for the
constant quality, lead time and duration deriva-
tive yields
da
am

da

o.L am

_ da

(18)
aL.D am

£

This equation has a natural interpretation: the
true supply derivative of accessions, which holds
quality and lead time constant must also remove
the effect that higher wages have on duration,
since changes in duration involve a demand re-
straint on the observed accession rate. The prop-
er estimate of the supply response to higher
wages is to estimate the change in accessions,
controlling for quality and {ead time, and then
adjust this estimate upward by

da

.

am s'

which is positive from (15).
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IV. Some Evidence for the Air Force Enlisted
Personnel Market

The military constitutes the largest single entry
level employer. To explain the rate at which in-
dividuals sign up for military service, we must
first estimate the lead time which accounts for
the difference between arrivals and enlistments,
From our theoretical discussion and the assump-
tion that the Congressionally mandated force
level is met, we have that enlistments are

a = P(L{(E,m),m,c)x(8,m,c,R) (19)

where L(-) is the lead time function, E is the
employment force level, m and ¢ are military and
civilian wages, and R is the size of the age cohort
that is relevant to the military recruiting pro-
cess.* For the model which assumes the Air
Force fixes the force level and wage, both the
expected wait, L, and quality, 8, are endogenous
variables. Accordingly, we follow a two-stage
procedure, first estimating the lead time and qual-
ity equations, and then using these estimated en-
dogenous variables in the final supply equation
estimation.

A. The Data

The data utilized for this study are from the Air
Force Systems Command, Air Force Human
Resources Laboratory, Computational Sciences
Division. The data include enlistments and man-
power inventories on a monthly basis. There are
two important dates associated with each enlist-
ment: “‘Total Active Federal Military Service
Date”” (TAFMSD, or service date) and ‘‘pay
date.’’ The latter refers to the date on which the
individual executes an enlistment contract, that
is, the date on which longevity begins accruing
for pay purposes. TAFMSD is the date on which
the enlistee actually commences active duty and
is placed on the payroll.

Two measures of accessions can be constructed
from the data: (1) the number of individuals
executing an enlistment contract by month and
(2) the number of individuals entering active duty
by month. The accessions that the theory de-

4 In addition, the military usually has minimum terms of
enlistment. In this case, individuals whose optimal M is less
than the minimum are faced with **all or nothing’* decisions.
Increases in the military wage increase the number of such
individuals for whom this decision is in favor of enlistment.

\ OOAOMD - ’ ~n - -
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scribes are the pay date accessions. That is, we
have constructed a theory that explains the deci-
ston o join the queue for military service. The
data that describe the number joining this queue
are the number of enlistees by pay date.

The difference between pay date and service
date is the wait. From the data two measures of
the expected wait can be calculated. First, over
all individuals entering the Air Force in a particu-
lar month, i.e., have a service date in that month,
we can calculate the average time they have
waited. Second, for all individuals signing up in a
particular month, i.e., have a pay date in that
month, we can calculate the average time they
waited until they were taken in. Thus, we have a
service date wait and a pay date wait.$

If the Air Force knows its manpower turnover
with certainty and conveys this information to
prospective enlistees, then the pay date wait is the
relevant expected wait. If, on the other hand, the
Air Force has no such information, but simply
gives prospective recruits the mean length of
wait for individuals entering the force that
month, then the service date wait is relevant.
Since those individuals in the Air Force who are
eligible to reenlist are required to give the Air
Force some indication concerning their reenlist-
ment plans, the Air Force does have good infor-
mation concerning openings for the next year.
Thus, it scems reasonable to assume that the pay
date wait is the best measure of the relevant
queue length for prospective enlistees.®

In addition to the mean wait, the fixed force

$ There are two separate components of the queue. First,
the set of individuals who are wailing to get into the Air
Force. These individuals entered the ““spot’ market but the
supply of jobs was not adequate to fill their demand. Second,
the set of individuals who want to enter the military at a
specified future date. These individuals are in the “futures’™
market. Qur theory is about the first of these but is consistent
with the existence of the second. That is, the probability of
joining the queue for a given wait could be reinterpreted as
the probability of getting an enlistment commitment at time
1 — L from an individual who wishes to enlist at time 1. The
same distinction exists in other markets, ¢.g., metals. Re-
ported lead times consist of two groups of customers, those
actually waiting and those who placed orders in advance
because of knowledge of the lead time.

¢ In effect we are assuming rational expectations on the
part of entering enlistees. As we have pointed out above
simply using the prior enlistees’ actual waiting time does not
utilize all the information a prospective enlistee has concern-
ing his expected wait. In fact, such enlisteces have the Air
Force's estimate of expected wait which accounts for the
expected departures.
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level model has quality as an endogenous vari-
able. We have measured the quality of the incom-
ing force by the ratio of enlistees in Armed
Forces Qualifications Test (AFQT) categories I
and II to enlistees in AFQT categories III and
above, where only those enlistees with less than
one year’s service are counted. Thus, this vari-
able is the ratio of high to low *‘quality’’ person-
nel as rated by the test scores in the less-than-
one-year manpower stock.

Our data ran from June 1969, through June
1976, so that some of the period was before the
draft ended. We have chosen to measure the
impact of conscription by using a continuous
variable rather than a discrete dummy varable.
We believe that the effect of conscription is bet-
ter captured by the probability of being drafted
than by the existence of a draft (see Fisher,
1969). We have collected data on the number of
inductees and computed the ratio of inductees to
the eligible population aged 16-19 years.

Data relating to the civilian labor force were
obtained from published and unpublished
sources of the Bureau of Labor Statistics (BLS).
It was assumed that the relevant group from
which potential enlistees are obtatned is the total

male, non-institutionalized population, ages 16 to
" 19 years, inclusive. No attempt has been made to
adjust this group to obtain an estimate of the
so-called **qualified military available.”’ For this
age-sex classification, monthly observations
were gathered on the following vanables: total
civilian labor force participants, total not in the
labor force, and total unemployed. In accordance
with BLS definitions, the total non-institution-
alized population of 16-19-year-old males is the
sum of those in the labor force and those not in
the labor force. The employment rate is, then,
unity minus the ratio of total unemployed to the
number in the labor force.

Civilian wages were measured as the average
weekly eamings of production or nonsupervisory
personnel on private nonagricultural payrolls.
These data were multiplied by four to obtain
monthly wage equivalents. However, no adjust-
ments were made to take account of variations in
the length of the work week. These monthly civil-
ian wage data were used to calculate the present
value of civilian wages for a four-year period
using a 10% discount rate.

The military wage variable was calculated by
taking the existing wage scale in any month and
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estimated time of promotion from data on the
distribution of pay grade by length of service for
1970. The projected four-year path of military
eamnings plus allowances for subsistence and
quarters was discounted using a 10% discount
rate.

Over the period covered by this study, the
enlisted force declined from a strength of almost
725,000 at the end of fiscal year 1969 to just over
480,000 by the close of fiscal year 1976. A force
level variable appears in the regressions: it is
measured by entering the end-of-fiscal-year
manpower ceilings established in the Con-
gressional budgeting process. As a measure of
recruiting effort, we have calculated the ratio of
Air Force recruiting personnel to all Department
of Defense (DOD) recruiting personnel.” Finally,
three seasonal dummy variables have been intro-

duced: the spring dummy (SP) has the value of 1 .

for the months of March, Apnl, and May; the
summer dummy (SU) equals 1 for June, July,
and August; and the autumn dummy (AU) has
the value 1 for September, October, and Novem-
ber. Table 1 summarizes the major points dis-
cussed in this section.

B. The Empirical Model

Our theory suggests that the fixed force level
model has two endogenous variables; the wait
and the quality of recruits. To account for the
endogeneity of these variables, we have esti-
mated the enlistment rate using two-stage least
squares.® In stage one, we estimate the expected
wait and quality using the following equations:

In PDW = f(In E, In WR, In EMP, In RECR,
In IDRTE, SP, SU, AU)

In AFQRAT = f(In E, In WR, In EMP,
In RECR, In IDRTE,SP, SU,
AU).

? No doubt the total level of DOD recruiting affects the
supply of recruits to DOD but we do not have a consistent
series for this vanable.

® The equation that identifies the wage parameter of supply
is

In ERATE = flin PDW, in AFQRAT, In E, In WR,

In EMP,In RECR, In IDRTE,SP,SU, AU).

However, wait and quality are both endogenous variables so
that OLS estimates of this supply equation would yield incon-
sistent estimates of the parameters.
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TABLE !.——VARIABLE DEFINITIONS

AFQRAT = first year AFQT 1 and 2/first year AFQT 3-6
E = end-of-fiscal-year manpower ceiling
EMP = 1 — unemployment rate
ERATE = enlistments by pay date/population 16-19
IDRTE = military inductions/population 16-19
PDW = mean wait for individuals with same pay date
RECR = Air Force recruiters/DOD recruiters
WR = military wages/civilian wages
SP = spring dummy
SU = summer dummy
AU = autumn dummy

For the second stage, we have taken the esti-
mated PDW and AFQRAT from the expected
wait and quality equations and estimated the fol-
lowing equation:®

In ERATE = f(In PDW, In AFQORAT, In WR,
In EMP, In IDRTE, SP, SU,
AU).

The results of the first stage regressions, and
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TABLE 2.—STAGE ONE ESTIMATES
OLS
In PDW In AFQRAT In ERATE
C 71.641* 22.039+ ~59.942+
(6.324) (3.427) (-5.922)
InE —5.089+ —1.497* 3.714*
(—6.474 (~3.356) (5.288)
In WR 3.938+ 0.525+ —0.509¢
(13.151) (3.091) (-1.903)
In EMP —1.105 0.583 —2.255*
(—-0.124) (1.214) (~2.985)
In RECR 0.982¢ 1.102* -1.711*
(—1.816) (3.589) (—3.542)
In IDRTE 0.020° 0.004 0.005
(2.066) (0.710) (0.527)
SP 0.197* -0.014 0.087
(3.313) (-0.401) (1.650)
SU -0.026 -0.053 0.175*
(—0.360) (-1.292) (2.695)
AU -0.09%6 -0.050 0.079
(-1.417) (-1.320) (1.319)
D-w 1.441 0.468 1.504
R 0.951 0.285 0.642

an enlistment rate equation estimated using ordi-
nary least squares, are presented in table 2 be-
low. In the lead time equation, the force level and
the relative wage are very significant and of the
expected sign. That is, an increase in the force
level reduces the queue. Moreover, this coeffi-
cient has a r-ratio of —6.474. The relative wage
variable is even more significant with a t-ratio
greater than 13.0 and its positive sign is consis-
tent with the theory. In addition, both the rela-
tive recruiting strength variable and the induction
variable have the expected sign and are sig-
nificant at better than the 10% and 5% levels,
respectively. In fact, only employment is not sig-
nificant in the waiting time equation. ‘
The quality regression has the expected signs
for force level, relative wages and relative recruit-
er strength and these are the only variables with
significant coefficients. The smallest ¢-ratio for
these significant variables is 3.091. As expected,
increases in the force level for given relative
wages force the Air Force to lower standards and
quality falls. Increases in relative wages allow
the Air Force to raise standards for a given force
level so that quality increases. An increase in the

* Note that this equation has the force level and the recruit-
er variables missing. The 2SLS estimation requires that at
least two exogenous variables be dropped in the second
stage. The fact that these variables do not appear does not
mean that they are not accounted for since their effects are

N
incorporated in the estimated endogenous variables, In PDW
and In AFQRAT.

Note: s-ratios arc in parentheses below the coefficients.
* Significant at better than the 1% level.
* Significant at better than the 5% level.
¢ Significant at better than the 10% level.

relative recruiter strength of the Air Force in-
creases the quality for a given force level and
relative wage. This latter result is consistent with
work done with Navy data where the marginal
product of recruiters was found to be greatest for
the AFQT I and II group.

We also show in table 2 the ordinary least
squares (OLS) estimates of the enlistment rate
by pay date equation with the same independent
variables used in the other equations. According
to this estimated equation, the force level
coefficient has the expected positive sign and is
very significant. That is, increases in the force
level increase turover which decreases the wait
and quality and accordingly increases the de-
manded enlistment rate. Relative wage has a
negative coefficient which is significant at the
10% level. As we have shown above in equation
(15), this coefficient is an estimate of the elastic-
ity of the fixed force level, variable quality de-
mand for new eanlistments if the Air Force is
assumed to take the market-determined tumover
rate as exogenous. The negative value of .the
wage coefficient supports the interpretation that
when the force level is fixed, observed acces-
sions are constrained to the demand curve and
rationing is by wait and quality.
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The employment variable causes both the de-
mand and supply curves to shift since it influ-
ences retention as well as enlistment supply. The
negative coefficient suggests that high employ-
ment reduces enlistment supply by more than it
increases losses from the force and, therefore,
fewer enlistments are taken. The nonsignificant
coefficient of employment in the quality regres-
sion suggests that the Air Force does not sig-
nificantly lower its standards during periods of
high employment. This adds some credence to
the theory of supply shift, but the matter is far
from resolved and it is too early to draw any
conclusions.

In table 3 we present two alternative two-stage
least squares (TSLS) estimates of the enlistment
rate: The first is the standard two-stage least
squares (2SLS) regression and the second is
based on Hatanaka's two-step method (HTS) for
the treatment of autocorrelation (see Hatanaka,
1976).19 Both estimates indicate clearly the effect
of the endogenous variables.!! The coefficient of
wait for both the 2SLS and HTS regressions are
negative and significant at better than the 10%
and 1% levels, respectively. The coefficient of
quality (AFQRAT) is also negative but is
significant only in the 2SLS equation. The
coefficient of relative wage is positive in both
equations and significant at better than the 10%
level in 2SLS and the 5% level in HTS. The
employment rate variable is significant at the
15% level in the 2SLS equation and is significant
at the 5% level in the HTS equation. The em-
ployment variable has the expected sign in both
equations according to our supply interpretation
of this equation. Finally, the induction rate van-
able 1s positive in both equations and significant
at the 15% level in the 2SLS equation.!'?

19 We also ran the two stage estimates using the method
suggested by Fair (1972). These estimates differed from the
Hatanaka estimates by less than 1%.

"' The force level variable has not been deflated by the
population of 16-19-year-olds. When we utilize (E/population
16-19) instead of E, the estimated wage elasticity is identical
to two places. In fact, all cocflicients in the second stage
results are within 1% of the reported values except for qual-
ity. The first stage results are qualitatively similar to those
reported but, as expected, the constant term and the
coefficient of force level are different although of the same
sign and level of significance.

' The results presented above are qualitatively robust
even in the face of the inclusion of a time trend. For example,
the HTS estimate of the wage clasticity with a time trend
included in both the first and second stages is 1.417 with a
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TABLE 3.—ENLISTMENT RATE REGRESSIONS
2SLS HTS

C —6.4820 —6.467*
(—18.990) (—20.634)
in PDW ~0.370¢ —0.458¢
(—1.916) (—3.509)

In AFQRAT —1.224¢ -0.025
(-1.778) (-0.075)
in WR 1.590° 1.411°
(1.879) (2.240)
In EMP . —1.5814 -1.601°
(—1.455) (-2.001)

In IDRTE 0.017¢ 0.008
(1.591) (0.845)
AY 0.144¢ 0.178*
(1.587) (2.650)
SU 0.100 0.141®
(1.096) (2.062)

AU -~0.018 0.003
(~0.227) (0.051)

Note: 1-ratios are in parentheses below the coefficients.
* Significant at better than the 1% level.

* Signtficant at better than the 5% level.

© Significant at better than the 10% level.

¢ Significant at better than the (5% level.

The really striking result is the turnaround in
the sign of the relative wage coefficient in the
enlistment equations from the OLS to the TSLS
estimates. In the OLS enlistment equation result,
the coefficient of relative wages is negative with
a -statistic of —2.616. As we have shown, this
coefficient is capturing retention and quality
changes as well as a change in wait. [n the TSLS
results, the coefficient of relative wages is posi-
tive with a t-statistic of 1.879 in the 2SLS version
and 2.240 in the HTS version. These results sup-
port the theory that the OLS enlistment rate
equation which includes the force level is essen-
tially a demand equation. The wait and quality
variables are endogenous to the system, and con-
trol of these vanables permits partial identifica-
tion of the enlistment supply curve.

V. Closing Remarks

The inventory model of the military manpower
market indicates that the quality and the length of
wait are important endogenous variables in a
world where the military fixes its pay and the size
of its force. The empirical results bear this out for
the Air Force. The estimates of the wait and

t-statistic of 1.543. The employment elasticity is —2.100 with
a 7-statistic of —2.295.
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quality equations show that our theory organizes
the data well.

The force level is an important variable in the
system, both theoretically and empirically. A
fixed force level, quality taking system is re-
strained to the demand curve, with the latter
largely reflecting retention experience or what
we have called the supply of duration. Regres-
sions of enlistments on the relative wage which
control for the force level give negative elas-
ticities because observed enlistments fall along
the demand curve.'? Equations which control for
wait and quality partially identify the enlistment
supply curve, but still underestimate true supply
because some demand restraint, due to retention
change, limits the estimated system response.'?
Our results indicate that the relative wage elastic-

'3 From (15) we have that for a constant force level

€am = “€pm-

Our estimate of the constant force level enlistment supply
elasticity is the wage coefficient in the OLS regression of the
enlistment rate if the Air Force is assumed to take the dura-
tion of employment as exogenously determined. This esti-
mate is —0.509. Interestingly, —€,. is an estimate of the
retention supply so retention elasticity is 0.509.

t4 See the discussion of equation (17).
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ity of enlistments at constant quality and wait is
about 1.41 even with the partial limitation im-
posed by demand. Removing the bias in the sup-
ply elasticity estimate by adjusting for the re-
duced demand for enlistments which results from
higher wages yields an estimate of the true sup-
ply elasticity of around 1.92.13
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'S From (18) we have that
€aml0.L.D = €01 — €,ule

where the first term on the right hand side is the two stage
estimate of the wage elasticity and the second term is the
negative of the OLS estimate of the wage elasticity of enlist-
ments.
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L
;'\. FOSTERING INNOVATION: IMPLICATIONS FOR POLICY AND ORGANIZATION (: :.:-
L s’
L. THE ISSUES:
;,::
e o Managing both existing business and innovation concurrently
"
»‘
; o Recognizing the tendency of "the system" to stifle innovation by punishing
N failure
N
B o Determining how to implement the "good idcas" once they have been
R
M articulated
’3‘.‘ rticu
" 0 Determining how to encourage innovation from within the organization, how
;.'
::' to encourage innovation from all employees in all operations -- including the
i
% daily operations
!.n
. o Preventing the failure of innovation through bureaucratic sabotage, even if
Ay
:::: the innovation has top-level support
I
K} .. . . .o
AN 0 Determining how an innovator can be identified
N
st )
‘ o Deciding how to institutionalize innovation in the face of external scrutiny v
l..) LY
"-i o Evaluating whether the innovation worked/is working
e
!
K. - I1. RECOMMENDED ACTIONS:
Tt
‘_ o Massive participation at all levels, i.e., quality circles, task forces, study
)R.
b} teams, etc.
'y
)
) 0 Increased commitment to communication and training
, -- Needed to help people understand the nced for innovation
W
v . . . . .
T - Management has to be trained in how to be innovative as well as in
fl
)- . . . . .
:. how to encourage innovativeness in subordinates -- attitudes must be
* changed
. . : .
Y o] Modified human resource system functions such as selection, appraisal,
o development and reward to encourage innovation rather than conformity
o Minimize hierarchy; job descriptions that put fences around pcople should be
% . e
o, avoided e
B
)
Y
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@ -- Organization structure should be simplified and the number of levels

reduced

--- The private sector has streamlined organizations by not
replacing some levels, expanding jobs, making work more
challenging

o Validated appraisal process

--- Pcer and subordinate appraisals can be valid and useful and
have been utilized in the private sector

III. RECOMMENDED PRIVATE SECTOR/DEFENSE COOPERATIVE
UNDERTAKINGS:

0 Schedule meetings of key private and public sector human resources people to

maintain dialogue

o Develop extensive exchange programs between public sector and private
sector
o Use the outplacemeﬁt programs adopted by the private sector to help military
‘,‘ people make the transition to civilian life
* o Match peoples’ skills with companies’ requirements as they leave the military
o Invite top military human resources executives to the meetings of top private

sector executives

o Continue meetings such as this National Forum
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